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Kimball International, Inc. and Subsidiaries

Annual Meeting:

The annual meeting of Share Owners will be held at 9:30 a.m. Central
Daylight Time on October 17, 2008, at the General Office Building,
Kimball International, Inc., 1600 Royal Street, Jasper, Indiana. Share
Owners are cordially invited to attend.

10-K Report:

A copy of the Company's annual report to the Securities and Exchange
Commission on Form 10-K is available, without charge, upon written
request directed to Robert F. Schneider, Executive Vice President,
Chief Financial Officer at our corporate headquarters.

Common Stock:

Kimball International Class B Common

Stock is traded on the NASDAQ Global
Select Market of NASDAQ Stock Market LLC
under the symbol: KBALB.

Transfer Agent and Registrar of the
Class A and B Common Stock:
Share Owners with questions concerning address changes, dividend checks,

registration changes, lost share certificates or transferring shares may contact:

National City Bank

Corporate Trust Operations

PO Box 92301

Cleveland, OH 44193-0900

Phone: (BO0) 622-6757

TDD Line: {800) 622-5571

Internet Address: www.nationalcitystocktransfer.com
E-Mail Address: shareholder.inquiries@nationalcity.com

Analyst Contact:

Financial analysts with guestions concerning the Company may contact
Robert F. Schneider, Executive Vice President, Chief Financial Officer at
our corporate headquarters.

/

/

Share Owner Contact:

Share Owners with lgeneral questions concerning the Company may contact
John H. Kahie, Executive Vice President, General Counsel, Secretary at our
corporate headquarters. All members of management welcome suggestions
about the Company|and its performance.

Corporate Headquarters:

Kimball International, inc.

1600 Roya! Street

Jasper, Indiana 47549-1001

(812) 482-1600

(800) 482-1616 (Toll|Free)

(812) 482-8500 {TDD for Hearing Impaired)

Internet Address:
Additional information on Kimball International is available at
www.kimball.com on the Internet.

Private Securities Litigation

Reform Act of ‘1995;

This document com‘ains forward-looking statements that involve risks and
uncertainties regarding Kimball International’s operations and future results. In
accordance with thg “safe harbor” provisions of the Private Securities Litigation
Reform Act of 1995, Kimball provides cautionary statements, detailed in the
Company's Securities and Exchange Commission filings including, without
limitation, the Company’s Form 10-K, which identifies specific factors that could
cause actual results or events to differ materially from those described in the
forward-looking staterments.




Furniture and
Cabinets Segment

Showrooms & Service Centers
New York, Chicago, Boston,
Los Angeles, Atlanta, Dallas,
Washington, D.C., and Jasper
Product display and regional
distribution

Kimball Hospitality
Jasper, Indiana
Hospitality furniture

Kimball Office

Jasper, Indiana

High end office furniture casegoods,
systems, seating and filing sales

National

Jasper, Indiana

Mid-market office furniture
casegoods, seating and filing sales

flexcel-Logistics
Jasper, Indiana
Transportation and fleet operations

Product Design & Research Center
Jasper, Indiana

Product research, design,
development and testing

flexcel-Borden Facility
Borden, Indiana

Office furniture casegoods
manufacturing

flexcel-Danville Facility
Danville, Kentucky
Office and hospitality
seating manufacturing

flexcel-Fordsville Facility
Fordsville, Kentucky
Office furniture casegoods
manufacturing

T ———

flexcel-Jasper 11th Avenue Facility
Jasper, Indiana

Office and hospitality

seating manufacturing

flexcel-Jasper 15th Street Facility
Jasper, Indiana

Office furniture systems
manufacturing

flexcel-Jasper 16th Street Facility
Jasper, Indiana

Hospitality furniture and custom
casegoods manufacturing

flexcel-Jasper Cherry Street Facility
Jasper, Indiana

Flat, molded, postformed, and
plastic-faced plywood, banded
flakeboard and veneer face
production

flexcel-Juarez, S.A. de C.V. Facility
Juarez, Mexico and

El Paso, Texas, USA

Projection TV cabinets, TV stands
and hospitality casegoods
manufacturing

flexcel-Post Falls Facility

Post Falls, [daho

Office furniture systems, casegoods
and filing manufacturing

flexcel-Salem Facility
Salem, Indiana

Office furniture casegoods
manufacturing

flexcel-Santa Claus Facility
Santa Claus, Indiana
Office furniture casegoods,
TV cabinets and TV stands
manufacturing

Kimball
International, Inc.

Kimball International, Inc.
1600 Royal Street
Jasper, IN 47549

812-482-1600

812-482-8500 TDD
www.kimball.com

Electronic Contract
Assemblies Segment

Kimball Electronics-Jasper, Plant 1
Jasper, Indiana
Electronics assemblies production

Kimball Electronics-Jasper, Plant 2
Jasper, Indiana
Electronics assemblies production

Kimball Electronics-Auburn
Auburn, Indiana
Electronics assemblies production

Kimball Electronics Ireland, Ltd.
Longford, Ireland
Electronics assemblies production

Kimball Electronics-Mexico,

S.A. deC.V.

Reynosa, Mexico and

McAllen, Texas, USA

Electronics assemblies production
Kimball Electronics

(Nanjing) Co., Ltd.

Nanjing, China

Electronics assemblies production

Kimball Electronics Poland Sp. z o.

Poznan, Poland
Electronics assemblies production

Kimball Electronics (Thailand), Ltd.

Laem Chabang, Thailand
Electronics assemblies production

Kimball Electronics Wales, Ltd.
Bridgend, Wales, UK.
Medical diagnostics products

Administrative, Shared,
and Support Services

Kimball Corporate Headquarters
Jasper, Indiana

Executive, administrative and
sales offices, and corporate
support services

Education Center &

Corporate Showroom

Jasper, Indiana

Training services and product display

Kimball Travel and Guest Services
Huntingburg and Jasper, Indiana
Flight operations, services and
guest relations

Kimball Kids
Jasper, Indiana
Empiloyee child development center
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PART I

Item 1 — Business

General

As used herein, the term “Company” refers to Kimball International, Inc., the Registrant, and its
subsidiaries unless the context indicates otherwise.

The Company was incorporated in Indiana in 1939. The corporate headquarters is located at 1600 Royal
Street, Jasper, Indiana.

The Company provides a variety of products from its two business segments: the Furniture and Cabinets
segment and the Electronic Contract Assemblies segment. The Furniture and Cabinets segment provides
furniture for the office and hospitality industries, sold under the Com:pany s family of brand names. The
Furniture and Cabinets segment also provides engineering and manufacturing services which utilize common
production and support capabilities on a contract basis to customers primarily in the residential furniture and
cabinets industry. The Electronic Contract Assemblies segment provides engineering and manufacturing
services which utilize common production and support capabilities to a \"an'ety of industries globally. Certain
product lines, particularly in the Electronic Contract Assemblies seg‘ment experience seasonality which
affects sales revenue flow. Production occurs in Company-owned or ]e‘ased facilities located in the United
States, Mexico, Thailand, Poland, Ireland and the United Kingdom. Constructlon of a manufacturing facﬂlty
in China is also substantially complete. In the United States, the Company has facilities and showrooms in

nine states and the District of Columbia.

Available Information

We make available free of charge through our website, www.ir.kimball.com, our annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Forrﬂ 8-K and all amendments to those
reports as soon as reasonably practicable after such material is electromcally filed with, or furnished to, the
Securities and Exchange Commission (SEC). All reports we file with the SEC are also available via the SEC
website, www.sec.gov, or may be read and copied at the SEC Public Rcférencc Room located at 100 F Street,
N.E., Washington, D.C. 20549. Information on the operation of the Pubhc Reference Room may be obtained
by calhng the SEC at 1-800-SEC-0330. The Company’s Internet wcb51te and the information contained

therein or incorporated therein are not intended to be incorporated into this Annual Report on Form 10-K.

Restructuring

In February 2006, the Company approved a restructuring plan within the Electronic Contract Assemblies
segment to exit a manufacturing facility located in Northern Indiana. A‘s part of this restructuring plan, the
production for select programs will be transferred to other locations w1th1n this segment. The building and land
will be sold. Operations at this facility are scheduled to cease in the Company s first quarter of fiscal year
2007. The plan includes employee transition costs, asset impairment cost‘s accelerated software amortization

costs and other exit costs. The decision to exit this facility was a result of excess capacity in North America.

In September 2005, the Company announced a restructuring pla\n to sharpen its focus on primary
markets within the Furniture and Cabinets segment. Administrative, marketing and business development
functions are being consolidated to better serve the segment’s primary markets. To simplify and standardize

business processes, a portion of the Company’s Enterprise Resource Planmng (ERP) software is being
redesigned. The anticipated expenses of the plan include accelerated amortization, employee severance and
other consolidation costs. The ERP redesign efforts are expected to span approximately three years.

In June 2005, the Company announced a restructuring plan to conso\lidate its Mexican contract furniture
and cabinets operations into one facility located in Juarez, Mexico resulting in the closure of its manufacturing
facility in Mexicali, Mexico. The plan included lease charges, severance aﬂnd other employee costs, equipment
relocation costs, asset impairment and other miscellaneous consolidation costs. The decision to consolidate the

operations was a result of excess capacity. The consolidation activities were completed during fiscal year 2006.




In December 2002, the Company’s Board of Directors approved a restructuring plan comprised of
incremental cost scaling actions to more closely align the Company’s operating capacities and capabilities with
reduced demand levels related to the prolonged nature of the global economic slowdown in many of the
Company’s markets and the resulting continuation of underutilized manufacturing capacity within both of the
Company’s segments. Overall scaling actions included the consolidation of capabilities and operations, selling
and/or exiting redundant facilities, aligning personnel costs and adjusting assets associated with scaling actions
to their current fair values. The final restructuring expenses pursuant to this plan were recorded in fiscal year
200s.

In June 2001, the Company’s Board of Directors approved a plan to restructure certain operations to
more closely align the Company’s capabilities and capacities with changing market requirements and
economic conditions as well as position the Company with a more competitive cost structure vital for overall
long-term success. All actions related to the June 2001 restructuring plan were completed in fiscal year 2003.

Additional information regarding the Company’s restructuring activities is located in “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” in Item 7 and in Note /7 —
Restructuring Expense of Notes to Consolidated Financial Statements.

Discontinued Operations

During fiscal year 2006, the Company sold a forest products hardwood lumber business unit, a business
unit which produced and sold fixed-wall furniture systems, and an operation that manufactured polyurethane
and polyester molded components. All three business units were part of the Furniture and Cabinets segment.
During fiscal year 2005, the Company exited the branded residential furniture business which was part of the
branded furniture product line within the Furniture and Cabinets segment. Also during fiscal year 2005, the
Company exited a veneer slicing operation, which was part of the Furniture and Cabinets segment. The
cessation of these non-core operations did not impact any of the remaining operations of the Company. The
results of the above mentioned operations are reported as discontinued operations in the Company’s
Consolidated Financial Statements and all prior periods have been restated. The discontinued operations are
discussed in further detail in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” in Item 7 and in Note 18 — Discontinued Operations of Notes to Consolidated Financial
Statements.

Acquisitions

During fiscal year 2006, the Company acquired the Bridgend, Wales, UK manufacturing operations of
Bayer Diagnostics Manufacturing Limited (“BDML”) and its parent company, Bayer Healthcare, LLC, a
member of the worldwide group of companies headed by Bayer AG. This acquisition will enable the
Electronics Contract Assemblies segment of the Company to capitalize on growth opportunities in the medical
market. The BDML workforce and their capabilities have added to the Electronics’ segment package of value
that is offered to medical customers. Also during fiscal year 2006, the Company acquired a printed circuit
board assembly operation in Longford, Ireland from Magna Donnelly Electronics Longford Limited. Both of
these acquisitions emphasize the Company’s strategic expansion of global capabilities and responsiveness in
serving its customers. The acquisitions are discussed in further detail in “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” in Item 7 and in Note 2 — Acquisitions and
Dispositions of Notes to Consolidated Financial Statements.

Sales by Segment

Sales from continuing operations by segment, after elimination of intersegment sales, for each of the
three years in the period ended June 30, 2006 were as follows:

{Amounts in Thousands) 2006 2003 2004
Furniture and Cabinets . .......... .. ot $ 645,621 $ 612,579 $§ 613,048
Electronic Contract Assemblies . ............... ... . .ou.... 496,706 439,696 439,309
Unallocated Corporate . ... 254 872 1,136
Total ... $1,142,581  $1,053,147  $1,053,493

Financial information by segment and geographic area for each of the three years in the period ended
June 30, 2006 is included in Note 14 — Segment and Geographic Area Information of Notes to Consolidated
Financial Statements and is incorporated herein by reference.




Segments
Furniture and Cabinets

Historical Overview

Since 1950, the Company has produced wood furniture and cabinets. Included in this segment are sales
of branded office and hospitality furniture. Furniture and Cabinet segment sales also include sales of contract
private label products such as large-screen projection television cabinets} and stands. The Company announced
a plan in fiscal year 2006 to exit the contract private label product line and is currently working with its
customers in executing this plan. The Company’s trucking fleet and distribution centers provide services
primarily to internal customers within this segment, and are also sold to unaffiliated customers.

, During fiscal year 2006, the Company sold a forest products hardwood lumber business unit, a business

unit which produced and sold fixed-wall furniture systems, and an operation that manufactured polyurethane
and polyester molded components for use in the recreational vehiéle, signage and residential furniture
industries. The results of these three operations are reported as discontinued operations in the Company’s
Consolidated Financial Statements and all prior periods have been restated.

During fiscal year 2005, the Company exited the branded residenti‘al furniture business which was part of
the branded furniture product line within this segment. Also during fiscal year 2005, the Company exited a
veneer slicing operation. The results of the veneer and branded residential furniture operations are reported as
discontinued operations in the Company’s Consolidated Financial Statements and all prior periods have been
restated.

During fiscal year 2002, the Company sold its Boesendorfer piano subsidiary, which had originally been
acquired in 1966. The Company was previously engaged in the manufacture and sales of a domestically
produced piano product line since 1857 through a predecessor, W. W! Kimball Co., acquired in 1959, until
cessation of this product line in 1996.

Locations

Branded furniture as well as furniture and cabinets produced on }a contract basis and related products,
which comprise a majority of this segment, as of June 30, 2006 are produced at twelve plants; eight located in
Indiana, two in Kentucky, and one each in Idaho and Mexico. As a result of the restructuring activities related
to both the fiscal years 2001 and 2003 restructuring plans, ten manufacturing facilities not included above
ceased operations; six in Indiana and one each in Kentucky, North Carolina, Florida and Mississippi. One
Kentucky and two Indiana facilities were donated. Two Indiana facilitiés and the one Mississippi facility were
sold and the leases on the Florida and North Carolina facilities ex‘pired. One facility in Indiana ceased
operations and was converted to a distribution and warehouse facility|in fiscal year 2002, which replaced a
previously leased facility. The Company converted one idled Indiana manufacturing facility to house shared
services such as engineering, finish development and sample production. During fiscal year 2006 the
operations of a leased Tennessee plant were consolidated into an existing Indiana facility and the operations of
a leased plant in Mexico were consolidated into the Company’s other| facility in Mexico. Also during fiscal
year 2006, the Company sold two operations, one each in Pennsylvania and Indiana, as part of a plan to
increase its focus on primary markets.

During fiscal year 2006, three lumber warehousing facilities, five log yards, three sawmills, and three
lumberyards located in Indiana, Tennessee, Virginia, and Kentucky were sold as the Company exited its forest
products operations.




A facility in Jasper, Indiana houses an Education Center for dealer and employee training, a Product
Design and Research Center, and a Corporate Showroom for product display.

Office space is leased in Dongguan, Guangdong, China to facilitate sourcing of product from Pacific Rim
countries.

In the United States, office furniture showrooms are maintained in eight cities. During fiscal year 2006
office furniture showrooms in Denver and San Francisco were exited. An office furniture showroom in
London, England was closed as a result of the restructuring plan announced in fiscal year 2003.

Marketing Channels

Kimball Office and National brands of office furniture are marketed through Company salespersons to
end users, office furniture dealers, wholesalers, rental companies and catalog houses throughout North
America and on international basis. Hospitality furniture is marketed to end users using independent
manufacturers’ representatives. Prior to the announced exit, contract private label products were generally
marketed to end users through Company business development managers and, to a lesser extent, independent
representatives.

Major Competitive Factors

The Company’s branded furniture is sold in the office furniture and hospitality furniture industries. These
industries have similar major competitive factors which include price in relation to quality and appearance, the
utility of the product, supplier lead time, reliability of on-time delivery, and the ability to respond to requests
for special and non-standard products.

Certain industries are more price sensitive than others, but all expect on-time, damage-free delivery. The
Company maintains sufficient finished goods inventories to be able to offer prompt shipment of certain lines of
Kimball Office and National office furniture as well as most of the Company’s own lines of hospitality
furniture. The Company also produces contract hospitality furniture to customers’ specifications and shipping
timelines. Many office furniture products are shipped through the Company’s delivery system, which the
Company believes offers it the ability to reduce damage to product, enhance scheduling flexibility, and
improve the capability for on-time deliveries.

Competitors

There are numerous manufacturers of office and hospitality furniture competing within the marketplace,
with a significant number of competitors offering similar products. The Company believes, however, that there
are a limited number of relatively large manufacturers of wood office and hospitality furniture. In many
instances wood office furniture competes in the market with metal office furniture. Based on available industry
statistics, metal office furniture has a larger share of the total office furniture market.

The Company’s competition includes office furniture manufacturers such as Steelcase, Inc., Herman
Miller, Inc., Knoll, Inc., Haworth, Inc. and HNI Corporation and hospitality furniture manufacturers such as
American of Martinsville, Fleetwood Fine Furniture, Inc., Thomasville Furniture Industries, Inc. and
Fairmont Designs.




Raw Material Availability

Certain components used in the production of furniture and cabinets are manufactured internally within
the segment, and are generally readily available, as are other raw materials used in the production of wood
furniture and cabinets. With the exception of rolled steel, raw materials used in the manufacture of metal
office furniture have been readily available in the global market. Whilé we have been able to maintain an
appropriate supply of rolled steel to meet demand, general supply limitations in the market are impacting our
costs. Costs of other commodity materials have also increased. Certain fabricated seating components and
wood frame assemblies as well as finished furniture products, which are generally readily available, are

sourced on a global scale in an effort to provide a quality product at the lowest total cost.

Electronic Contract Assemblies

Historical Overview

The Company entered the electronic manufacturing services (EMS) market in 1985 with knowledge
acquired from the production of ¢lectronic organs, which were first produt:ed in 1963. The Company’s focus is
on clectronic assemblies that have high durability requirements such as|automotive, medical, industrial and
public safety applications. Electronics and electro-mechanical products (electronic assemblies) are sold
globally on a contract basis and produced to customers’ specifications. In addition to the manufacturing of
electronic contract assemblies for high durability applications, the Comf)any also provides value engineering
services and supply chain management. Engineering design and support services, including new product
introduction services, are provided to the manufacturing facilities within this segment by Kimball Electronics
Engineering and Design Shared Services. During fiscal year 2006 the \Company acquired an operation in
Wales, United Kingdom which currently provides manufacturing services for medial diagnostic systems such
as assembling and packaging medical test strips and assembling and te§ting of electronic diagnostic testers.
This facility is FDA certified and was acquired to support the Compa‘ny s efforts to capitalize on growth
opportunities in the medical market. The Company also acquired a pnnteti circuit board assembly operation in

Longford, Ireland during fiscal year 2006.

Locations

As of June 30, 2006 the Company s Electronic Contract Assemblies segment consists of eight
manufacturing fac1ht1es with three located in Indiana and one each in Méx1co Thailand, Poland, Ireland and
the United Kingdom. The Company is in the process of exiting one of the above mentioned Indiana facilities
pursuant to a restructuring plan announced during fiscal year 2006 \‘Nhlch was driven by excess North
American capacity. The Ireland and United Kingdom facilities were acquired by the Company during fiscal
year 2006. An additional manufacturing facility in Nanjing, China is also being constructed with operations
expected to begin in the Autumn of 2006. As part of the restructuring plan announced in the fourth quarter of
fiscal year 2001, the Company decided to exit the business of providing DIE processing and assembly services
to the European market and as a result the Company sold its manufactuﬂing facility located in France during
fiscal year 2003. Likewise, as part of the restructuring plan announced in the second quarter of fiscal year
2003, the Company decided to exit the domestic DIE processing business and sold its California manufactur-
ing facility in the latter half of fiscal year 2003. The contract electronics m‘anufacturing industry in general has
been faced with excess capacity. The Company has not been immune to the economic slowdown and
continually evaluates its operations as to the most optimum capacity and |service levels by geographic region.
Operations located outside of the United States continue to be an integral part of the Company’s Electronic
Contract Assemblies segment. See Item 14 — Risk Factors for informz{tion regarding financial and opera-

tional risks related to the Company’s international operations. \

Marketing Channels

Manufacturing and design services are marketed by the Company’s business development team. Contract
electronic assemblies are manufactured based on specific orders, generz‘dly resulting in a small amount of
finished goods consisting primarily of goods awaiting shipment to specific customers.




Major Competitive Factors

Key competitive factors in the EMS market are competitive pricing, quality and reliability, engineering
design services, production flexibility, on-time delivery, customer lead time, test capability, and global
presence. Growth in the EMS industry is created through the proliferation of electronic components in today’s
advanced products along with the continuing trend of original equipment manufacturers in the electronic
industry to subcontract the assembly process to companies with a core competence in this area. The nature of
the EMS industry is such that the start-up of new customers and new programs to replace expiring programs
occurs frequently. New customer and program start-ups generally cause losses early in the life of a program,
which are generally recovered as the program matures and becomes established. The segment continues to
experience margin pressures related to an overall excess capacity position in the EMS industry and more
specifically this segment’s new program launches and diversification efforts. The continuing success of this
segment is dependent upon its ability to replace expiring customers/programs with new customers/programs.

Competitors

The EMS industry is very competitive as numerous manufacturers of contract electronic assemblies
compete for business from existing and potential customers. The Company’s competition includes EMS
companies such as Benchmark Electronics, Inc., Jabil Circuit, Inc. and Plexus Corp. The Company does not
have a significant share of the EMS market.

Raw Material Availability

Raw materials utilized in the manufacture of contract electronic products are generally readily available
from both domestic and foreign sources, although from time to time the industry experiences shortages of
certain components due to supply and demand forces, combined with rapid product life cycles of certain
components. Raw materials are normally acquired for specific customer orders and may or may not be
interchangeable among products. Inherent risks associated with rapid technological changes within this
contract industry are mitigated by procuring raw materials, for the most part, based on firm orders.

Customer Concentration

While the total electronic assemblies market has broad applications, the Company’s customers are
concentrated in the automotive, industrial controls, and medical industries. Included in this segment are sales
of electronic assemblies to TRW Automotive, Inc., a full-service automotive supplier, which accounted for
approximately 27% of this segment’s net sales in fiscal year 2006, compared to 30% in fiscal year 2005 and
37% in fiscal year 2004. Sales to TRW Automotive, Inc. accounted for approximately 12% of the Company’s
consolidated net sales in fiscal year 2006, compared to 12% and 15% in fiscal years 2005 and 2004,
respectively. TRW Automotive, Inc. sells complete braking assemblies, in part manufactured by the
Company, to several major automotive companies, most with multiple braking assembly programs that span
multiple vehicle platforms, which partially mitigates the Company’s exposure to this customer. The Company
also supplies electronic power steering products to TRW Automotive, Inc. As a result of the acquisition of the
Bridgend, Wales, UK manufacturing operations of Bayer Diagnostics Manufacturing Limited (BDML) in the
Company’s fourth quarter of fiscal year 2006, sales to Bayer AG entities under common control are also
significant and accounted for approximately 13% of this segment’s net sales in fiscal year 2006, compared to
4% in fiscal year 2005 and 6% in fiscal year 2004. Sales to Bayer AG companies accounted for approximately
6% of the Company’s consolidated net sales in fiscal year 2006, compared to 2% in both fiscal years 2005 and
2004.




Other Information

Backlog

At June 30, 2006, the aggregate sales price of production pursuant to worldwide open orders, which may
be canceled by the customer, were $224 million as compared to $189 million at June 30, 2005.

(Amounts in Millions) June 30, 2006  June 30, 2005

Furniture and Cabinets ... .. $ 93 $ 81

Electronic Contract Assemblies ............... ... .. ......... A 131 108
Total Backlog of Continuing Operations .. .................. - $224 $189

Substantially all of the open orders as of June 30, 2006 are expected to be filled within the next fiscal
year. During the fiscal year ended June 30, 2006, the production planniné process was standardized within the
Electronic Contract Assemblies segment. As a result of this process change, the open orders as of June 30,
2005 have been adjusted for consistency with the open orders reported a}s of June 30, 2006. Open orders as of
June 30, 2006 include open orders of acquisitions made during the fiscal year and open orders as of June 30,

2005 exclude open orders related to discontinued operations. Open orders generally may not be indicative of

future sales trends.

Research, Patents, and Trademarks

Research and development activities include the development of manufacturing processes, major process
improvements, new product development, information technology initiatives and electronic and wood related
technologies.

Research and development costs were approximately as follows:
Year Ended June 30
(Amounts in Millions) 2006 2005 2004

Research and Development Costs of Continuing Operations.....|..... $149 3177 $16.1

The Company owns the Kimball (registered trademark) trademark, which it believes is significant to its
office, electronic, and hospitality furniture businesses, and owns the following patents and trademarks which it
believes are significant to its furniture business only: National (registered trademark), Cetra (registered
trademark), Footprint (registered trademark), Traxx (patented and registered trademark), Interworks
(registered trademark), Xsite (registered trademark), Definition (registered trademark), Skye (registered
trademark), WaveWorks (registered trademark), Senator (trademark registration pending), President, Wish
(trademark registration pending) and Prevail (registered trademark). The Company also owns certain patents
and other trademarks and has certain other trademark and patent |applications pending, which in the
Company’s opinion are not significant to its business. Patents owned by |the Company expire at various times
depending on the patent’s date of issuance.

Environment and Energy Matters

The Company’s operations are subject to various foreign, federal,|state and local laws and regulations
with respect to environmental matters. The Company believes that it is in substantial compliance with present
laws and regulations and that there are no material liabilities related to such items.




The Company is dedicated to excellence, leadership and stewardship in matters of protecting the
environment and communities in which the Company has operations. Reinforcing the Company’s commit-
ment to the environment, two of the Company’s showrooms have been designed under the guidelines of the
U.S. Green Building Council’s LEED (Leadership in Energy and Environmental Design) for Commercial
Interiors program. The Company believes that continued compliance with foreign, federal, state and local laws
and regulations which have been enacted relating to the protection of the environment will not have a material
effect on its capital expenditures, earnings or competitive position. Management believes capital expenditures
for environmental control equipment during the two fiscal years ending June 30, 2008, will not represent a
material portion of total capital expenditures during those years.

The Company’s manufacturing operations require significant amounts of energy, including natural gas
and oil. Federal and state statutes and regulations control the allocation of fuels available to the Company, but
to date the Company has experienced no interruption of production due to such regulations. In its wood
processing plants, a portion of energy requirements are satisfied internally by the use of the Company’s own
wood waste products.

Employees
June 30, 2006 June 30, 2005
United States . ...t e 4,730 5,164
Foreign Countries. ......... . . i e 2,782 2,180
Total Full Time Employees of Continuing Operations ........... 7,512 7,344

The Company has no collective bargaining agreements with respect to its domestic employees. All of the
Company’s foreign operations are subject to collective bargaining arrangements, many mandated by govern-
ment regulation or customs of the particular countries. The Company believes that its employee relations are
good.

Forward-Looking Statements

This document may contain certain forward-looking statements. These are statements made by manage-
ment, using their best business judgment based upon facts known at the time of the statements or reasonable
estimates, about future results, plans, or future performance and business of the Company. Such statements
involve risk, uncertainty, and their ultimate validity is affected by a number of factors, both specific and
general. They should not be construed as a guarantee that such results or events will, in fact, occur or be
realized. The statements may be identified by the use of words such as “believes”, “anticipates”, “expects”,
“intends”, “projects”, “estimates’” and similar expressions. It is not possible to foresee or identify all factors
that could cause actual results to differ from expected or historical results. Additional information regarding
risk factors is available in “Ttem 14 — Risk Factors” of this report. The Company makes no commitment to
update these factors or to revise any forward-looking statements for events or circumstances occurring after

the statement is issued, except as required by law.

At any time when the Company makes forward-looking statements, it desires to take advantage of the
“safe harbor” which is afforded such statements under the Private Securities Litigation Reform Act of 1995
where factors could cause actual results to differ materially from forward-looking statements.
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Item 1A — Risk Factors

The following important risk factors, among others, could affect future results and events, causing results
and events to differ materially from those expressed or implied in forward-looking statements made in this
report and presented elsewhere by management from time to time. Such factors, among others, may have a
material adverse effect on the Company’s business, financial condition, and results of operations and should be
carefully considered. It is not possible to predict or identify all such factors. Consequently, any such list should

not be considered to be a complete statement of all the Company’s potenw‘tial risks or uncertainties. Because of

these and other factors, past performance should not be considered an indication of future performance.

Downturns in economic and market conditions could adversely impact demand for the Company’s
products and adversely affect operating results. Market demand for the Company’s products, which impacts
revenues and gross profit, is influenced by a variety of economic factors such as:

« general corporate profitability of the Company’s end markets;
» new office construction and refurbishment rates;
» new hotel construction and refurbishment rates;

+ automotive industry fluctuations, specifically variation in the |performance and market share of
U.S. based auto manufacturers;

» changes in the medical device industry;

« demand for end-user products which include electronic assembly components produced by the
Company;

+ excess capacity in the industries in which the Company competes; and

+ changes in customer order patterns, including changes in product quantities, delays in orders or
cancellation of orders.

The Company must make decisions based on order volumes in order to achieve efficiency in manufactur-
ing capacities. These decisions include determining what level of additional business to accept, production
schedules, component procurement commitments, and personnel requireﬁents, among various other consider-
ations. The Company must constantly monitor the changing economic la:ndscape and may modify its strategic
direction based upon the changing business environment. If the CompanX does not react quickly enough to the

changes in market or economic conditions, it could result in lost customers, decreased market share and
increased operating costs.

The Company operates in a highly competitive environment and may not be able to compete
successfully. The electronic manufacturing services industry is very competitive as numerous manufacturers
compete globally for business from existing and potential customers. [The office and hospitality furniture
industries are also competitive due to numerous global manufacturers competing in the marketplace. The high
level of competition in these industries impacts the Company’s ability to implement price increases or, in some
cases, even maintain prices, which could lower profit margins.
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The Company faces pricing pressures that could adversely affect the Company’s financial position,
results of operations or cash flows. The Company faces pricing pressures in both of its segments, especially
the Electronic Contract Assemblies segment, as a result of intense competition, emerging products or over-
capacity. While the Company works toward reducing costs to respond to pricing pressures, if the Company
cannot achieve the proportionate reductions in costs, profit margins may suffer.

Reduction of purchases by, or the loss of, one or more key customers could reduce revenues and
profitability. Losses of key contract customers within specific industries or significant volume reductions from
key contract customers are both risks. In addition, continuing success of the Company is dependent upon
replacing expiring contract customers/programs with new customers/programs. One of our customers, TRW,
Inc., accounted for approximately 12%, 12% and 15% of our consolidated net sales in fiscal years 2006, 2005
and 2004, respectively. As a result of the acquisition of the Bridgend, Wales, UK manufacturing operations of
Bayer Diagnostics Manufacturing Limited in the Company’s fourth quarter of fiscal year 2006, sales to Bayer
are also significant and accounted for 17% of consolidated net sales in the fiscal year 2006 fourth quarter.
Significant declines in the level of purchases by these or other key customers, or the loss of a significant
number of customers, could have a material adverse effect on business. In addition, the nature of the contract
electronics manufacturing industry is such that the start-up of new customers and new programs to replace
expiring programs occurs frequently, and new customer and program start-ups generally cause losses early in
the life of a program. Furthermore, the Company is exposed to the credit risk of customers, including risk of
bankruptcy, and is subject to losses from accounts receivable.

The Company’s future operating results depend on the ability to purchase a sufficient amount of
materials, parts and components at competitive prices. The Company depends on suppliers to provide timely
delivery of materials, parts and components for use in the Company’s products. Maintaining strong
relationships with key suppliers of components critical to the manufacturing process is essential. If suppliers
fail to meet commitments to the Company in terms of price, delivery or quality, it could interrupt the
Company’s operations and negatively impact the Company’s ability to meet commitments to customers.

The Company could be adversely affected by increased commodity costs or availability of raw materials.
Price increases of commodity components could have an adverse impact on profitability if the Company
cannot offset such increases by price increases to customers or other cost reductions. In recent years, the
Company has experienced increases in the prices of key commodities used in Furniture and Cabinets segment
products, such as steel and wood composite sheet stock. Raw materials utilized by the Company are generally
available, but future availability is unknown and could impact the Company’s ability to meet customer order
requirements.

The Company could be impacted by manufacturing inefficiencies at certain locations. At times the
Company may experience labor or other manufacturing inefficiencies due to items such as new product
introductions, a new operating system or turnover in personnel. Manufacturing inefficiencies could have an
adverse impact on the Company’s financial position, results of operations or cash flows.

A change in the Company’s sales mix among various products could have a negative impact on the gross
profit margin. Changes in product sales mix could negatively impact the gross margin of the Company as
margins of different products vary. The Company strives to improve the margins of all products, but certain
products have lower margins in order to price the product competitively or in connection with the start-up of a
new program. An increase in the proportion of sales of product with lower margins could have an adverse
impact on the Company’s financial position, results of operations or cash flows.
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The Company’s restructuring efforts may not be successful. During fiscal year 2006 the Company
announced restructuring activities that included exiting a manufacturing facility in the Electronic Contract
Assemblies segment and tightening its focus within the Furniture and Cabinets segment to better serve
primary markets. As part of the Furniture and Cabinets segment activiti‘es, the Company sold a forest products
hardwood lumber operation, a business which produced and sold fixediwall furniture systems and a business
that manufactured polyurethane and polyester molded components. In addition, the plan includes the
consolidation of administrative, marketing and business development functions within the Furniture and
Cabinets segment, which is not yet complete. While the Company believes that these actions will result in a
more competitive position and should also reduce certain costs, there are inherent risks in making these types
of organizational changes. The Company continually evaluates its manufacturing capabilities and capacities in
relation to current and anticipated market conditions. The success of restructuring initiatives is dependent on

several factors and may not be accomplished as quickly or effectively as anticipated.

Acquisitions by their nature may present risks to the Company. l"he Company’s strategy to grow may
occur through both organic growth and acquisitions. Acquisitions invelve many risks, including:

+ difficulties in identifying suitable acquisition candidates and in negotiating and consummating
acquisitions on terms attractive to the Company;
« difficulties in the assimilation of the operations of the acquired ‘company;

+ the diversion of resources, inciuding diverting management’s attention from current operations;

¢ risks of entering new geographic or product markets in which the Company has limited or no direct
prior experience;

+ the potential loss of key employees of the acquired company;
+ the potential incurrence of indebtedness to fund the acquisition;

+ the potential issuance of common stock for some or all of the purchase price, which could dilute
ownership interests of the Company’s current shareholders;

+» the acquired business may not achieve anticipated revenues, earnings, cash flow or market share;
* excess capacity;

+ the assumption of undisclosed liabilities; and

« dilution of earnings.

The above risks could have a material adverse effect on the Company’s financial position, results of
operations or cash flows.
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Start-up operations could present risks to the Company’s current operations. The Company is
committed to growing its business, and therefore from time to time the Company may determine that it would
be in its best interests to start up a new operation. Start-up operations involve a number of risks and
uncertainties, such as funding the capital expenditures related to the start-up operation, developing a
management. team for the new operation, diversion of management focus away from current operations, and
creation of excess capacity. Any of these risks could have a material adverse effect on the Company’s financial
position, results of operations or cash flows. :

Our international operations involve financial and operational risks. The Company has operations
outside the United States, primarily in China, Thailand, Poland, Ireland, the United Kingdom and Mexico.
The Company’s international operations are subject to a number of risks, which may include the following:

+ economic and political instability;

« changes in foreign regulatory requirements and laws;
« tariffs and other trade barriers;

+ potentially adverse tax consequences; and

+ foreign labor practices.

These risks could have an adverse effect on the Company’s financial position, results of operations or cash
flows. In addition, fluctuations in exchange rates could impact our operating results. The Company’s risk
management strategy includes the use of derivative financial instruments to hedge certain foreign currency
exposures. Any hedging techniques the Company implements in the future contain risks and may not be
entirely effective. Exchange rate fluctuations could also make the Company’s products more expensive than
competitor’s products not subject to these fluctuations, which could adversely affect the Company’s revenues
and profitability in international markets.

If the Company’s efforts to introduce new products are not successful, this could limit sales growth or
cause sales to decline. The Electronic Contact Assemblies segment depends on industries that utilize
technologically advanced electronics components which often have short life cycles. The Company must
continue to invest in advanced equipment and product development to remain competitive in this area. The
Furniture and Cabinets segment regularly introduces new products to keep pace with workplace trends and
evolving regulatory and industry requirements, including environmental, health, safety and similar standards
for the workplace and for product performance. The introduction of new products requires the coordination of
the design, manufacturing and marketing of such products. The design and engineering of certain new
products can take up to two years or more and further time may be required to achieve customer acceptance.
Accordingly, the launch of any particular product may be delayed or be less successful than originally
anticipated by the Company. Difficulties or delays in introducing new products or lack of customer acceptance
of new products could limit sales growth or cause sales to decline.
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If customers do not perceive the Company’s products to be of high quality, the Company’s brand and
name recognition could suffer. The Company believes that cstabhshmg and maintaining brand and name
recognition is critical to business. Promotion and enhancement of the Company s brands will depend on the

\
effectiveness of marketing and advertising efforts and on successfully providing high quality products and
superior services. If customers do not perceive our products and service‘s to be of high quality, the Company’s
brand and name recognition could suffer, which could have a material adverse effect on the Company’s

business.

A loss of independent manufacturing representatives, dealers, or|other sales channels could lead to a
decline in sales of the Company’s Furniture and Cabinets segment products. The Company’s office furniture
is marketed primarily through Company salespersons to end users, office furniture dealers, wholesalers, rental
companies and catalog houses. The Company’s hospitality furniture is marketed to end users using
independent manufacturing representatives. A significant loss within any of these sales channels could result
in a sales decline and thus have an adverse impact on the Company’s financial position, results of operations or
cash flows.

The Company must effectively manage working capital. The Company has historically had positive
operating cash flows, but effective management of working capital is key to continuing that trend. The
Company closely monitors inventory and receivable efficiencies and c‘ontinuously strives to improve these
measures of working capital but customer financial difficulties or Company manufacturing delays could cause
deteriorating working capital trends.

The Company’s assets could become impaired. As business conditions change, the Company must
continually evaluate and work toward the optimum asset base. It is ﬁ)ossiblc that certain assets could be
impaired at some point in the future depending on changing business conditions. If assets of the Company
become impaired the result could be an adverse impact on the Con“lpany’s financial position, results of
operations or cash flows.

There are inherent uncertainties involved in estimates, judgments and assumptions used in the
preparation of financial statements in accordance with generally acc‘iepted accounting principles in the
United States (U.S. GAAP). Any changes in estimates, judgments and assumptions could have a material
adverse effect on the Company’s financial position, results of operatlons or cash flows. The Company’s
financial statements filed with the Securities and Exchange Commission are prepared in accordance with
U.S. GAAP and the preparation of such financial statements includes making estimates, judgments and
assumptions that affect reported amounts of assets, liabilities and related reserves, revenues, expenses, and
income. Estimates are inherently subject to change in the future and such changes could result in
corresponding changes to the amounts of assets, liabilities, income or e‘;xpcnses and likewise could have an
adverse effect on the Company’s financial position and results of operations.

The Company could be subject to additional tax liabilities. The Company is subject to income taxes as
well as non-income based taxes, in both the United States and various foreign jurisdictions. Judgment is
required in determining the worldwide provision for income taxes and othc‘;r tax liabilities. Future events could
change management’s assessment. The Company operates within multiple taxing jurisdictions and is subject
to tax audits in these jurisdictions. These audits can involve complex issues, which may require an extended
period of time to resolve. The Company has also made assumptions about the realization of deferred tax
assets. Changes in these assumptions could result in a valuation allowance for these assets. Final determina-
tion of tax audits or tax disputes may be different from what is currently reflected by the Company’s income

tax provisions and accruals. |



A failure to successfully implement information technology solutions could adversely affect the
Company. The Company’s business depends on effective information technology systems. Information
systems require an ongoing commitment of significant resources to maintain and enhance existing systems and
develop new systems in order to keep pace with changes in information processing technology and evolving
industry standards. Implementation delays or poor execution of information technology systems could disrupt
the Company’s operations and increase costs.

An inability to protect the Company’s intellectual property could have a significant impact on business.
The Company attempts to protect its intellectual property rights, both in the United States and in foreign
countries, through a combination of patent, trademark, copyright and trade secret laws, as well as licensing
agreements and third-party nondisclosure and assignment agreements. Because of the differences in foreign
laws concerning proprietary rights, the Company’s intellectual property rights do not generally receive the
same degree of protection in foreign countries as they do in the United States, and therefore in some parts of
the world the Company has limited protections, if any, for its intellectual property. Competing effectively
depends, to a significant extent, on maintaining the proprietary nature of the Company’s intellectual property.
The degree of protection offered by the claims of the various patents, trademarks and service marks may not
be broad enough to provide significant proprietary protection or competitive advantages to the Company, and
patents, trademarks or service marks may not be issued on pending or contemplated applications. In addition,
not all of the Company’s products are covered by patents. It is also possible that the Company’s patents,
trademarks and service marks may be challenged, invalidated, cancelled, narrowed or circumvented.

A third party could claim that the Company has infringed on their intellectual property rights. The
Company could be notified of a claim regarding intellectual property rights which could lead to the Company
spending time and money to defend or address the claim. Even if the claim is without merit, it could result in
substantial costs and diversion of resources.

The Company’s insurance may not adequately protect the Company from liabilities related to product
defects. The Company maintains product liability and other insurance coverage that the Company believes to
be generally in accordance with industry practices. However, our insurance coverage may not be adequate to
protect the Company fully against substantial claims and costs that may arise from liabilities related to
product defects, particularly if the Company has a large number of defective products.

The Company is subject to extensive environmental regulation and significant potential environmental
liabilities. The past and present operation and ownership by the Company of manufacturing plants and real
property arc subject to extensive and changing federal, state, local and foreign environmental laws and
regulations, including those relating to discharges in air, water and land, the handling and disposal of solid and
hazardous waste and the remediation of contamination associated with releases of hazardous substances. The
Company cannot predict what environmental legislation or regulations will be enacted in the future, how
existing or future laws or regulations will be administered or interpreted or what environmental conditions may
be found to exist. Compliance with more stringent laws or regulations, or stricter interpretation of existing
laws, may require additional expenditures by the Company, some of which could be material. In addition, any
investigations or remedial efforts relating to environmental matters could involve material costs or otherwise
result in material liabilities.

The Company’s failure to retain the existing management team and continue to attract qualified
personnel could adversely affect the Company’s business. The Company’s strategy requires continuous
training, motivating, and development of employees and it strives to attract, motivate and retain qualified
managerial personnel. Competition for these types of personnel is intense. Failure to retain and attract these
types of personnel could adversely affect the Company’s business.

Turnover in personnel could cause manufacturing inefficiencies. The demand for manufacturing labor in
certain geographic areas makes it difficult to retain experienced production employees. Turnover could result
in additional training and inefficiencies that could impact the Company’s operating results. The Company
cannot ensure that it will be successful in the retention of these employees.
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Natural disasters or other catastrophic events may impact the Company’s production schedules and, in
turn, negatively impact profitability. Natural disasters or other catastro‘phic events, including severe weather,
terrorist attacks, power interruptions and fires, could disrupt operations|and likewise the ability to produce or
deliver the Company’s products. The Company’s manufacturing oper‘ations require significant amounts of
energy, including natural gas and oil, and governmental regulations control the allocation of such fuels to the
Company. In the event the Company experiences a temporary or pelrmanent interruption in its ability to
produce or deliver product, revenues could be reduced and business could be materially adversely affected. In
addition, catastrophic events, or the threat thereof, can adversely affect U.S. and world economies, and could
result in delayed or lost sales of the Company’s products. In addition, any continuing disruption in the
Company’s computer system could adversely affect the ability to receive and process customer orders,
manufacture products and ship products on a timely basis, and could ad\)erscly affect relations with customers,
potentially resulting in reduction in orders from customers or loss of customers. The Company maintains
insurance to help protect the Company from costs relating to these matters but such may not be sufficient or

paid in a timely manner to the Company in the event of such an interr‘uption.

The requirements of being a public company may strain thel Company’s resources and distract
management. The Company is subject to the reporting requirements of| federal securities laws, including the
Sarbanes-Oxley Act of 2002, Among other requirements, the Sarbanes-Oxley Act requires that the Company

maintain effective disclosure controls and procedures and internal control over financial reporting. The

Company has, and expects to continue to, expend significant managem‘ent time and resources documenting
and testing our internal control over financial reporting. While manager‘ncnt’s evaluation as of June 30, 2006
resulted in the conclusion that the Company’s internal control over financial reporting was effective as of that
date, the Company cannot predict the outcome of testing in future périods. If the Company concludes in
future periods that its internal control over financial reporting is not efféctive, or if its independent registered
public accounting firm is not able to render the required attestations, it clould result in lost investor confidence

in the accuracy, reliability and completeness of the Company’s financial reports.

|

The market price of the Company’s common stock may experience substantial fluctuations for reasons
over which the Company has little control. The market price of common stock could fluctuate substantially
based on a variety of factors, including, among others: \

+ actual or anticipated fluctuations in operating results;

+ announcements concerning the Company, competitors or industry;
» overall volatility of the stock market;

+ changes in government regulations;

« changes in the financial estimates of securities analysts or investors regarding the Company, the
industry or competitors; and

+ general market or economic conditions.

Furthermore, stock prices for many companies fluctuate widely for reasons that may be unrelated to their

operating results. These fluctuations, coupled with changes in results of operations and general economic,

political and market conditions, may adversely affect the market price of the Company’s common stock.

Item 1B — Unresolved Staff Comments

None.




Item 2 — Properties

The location and number of the Company’s major manufacturing, warehousing, and service facilities,
including the executive and administrative offices, as of June 30, 2006, are as follows:
Number of Facilities
Furniture Electronic

and Contract Unallocated
Cabinets Assemblies Corporate Total

Indiana ..... ... ... ... .. . . 15 3 6 24
Kentucky ... ...t 2 2
California ........ ... . . 0 i 1 1
Idaho . ... ... 1 1
MEXiCO. ot e 1 1 2
Thailand ........ ... .. . . 1 1
Poland ....... ... ... 1
China . ... i [ 1
United Kingdom . ............ ..., 1 1
Ireland .. ... .. ... .. .. . e _ 1 _ 1

Total Facilities . .............. o viiiiinnn.n. 21 8 6 35

The listed facilities occupy approximately 5,345,000 square feet in aggregate, of which approximately
4,860,000 square feet are owned and 485,000 square feet are leased. Square footage of these facilities is
summarized by segment as follows:

Approximate Square Footage
Furniture Electronic

and Contract Unallocated
Cabinets Assemblies Corporate Total
Owned ......... .0 3,736,000 766,000 358,000 4,860,000
Leased ... 327,000 131,000 27,000 485,000
Total. ... 4,063,000 897,000 385,000 5,345,000

Two Furniture and Cabinets segment facilities that are owned by the Company but not included above
are held for lease or are under lease to third parties as of June 30, 2006.




Including leased furniture showroom areas and two of the Compgny’s owned facilities that are held for
lease or are under lease which are excluded from the above listing, \total facilities approximate 5.7 million
square feet. (See Note 5 — Commitments and Contingent Liabilities of Notes to Consolidated Financial

Statements for additional information concerning leases.)

During fiscal year 2007, the Company plans to exit the Auburn, Indiana Electronic Contract Assemblies
segment facility included above. Construction of an Electronic Contract Assemblies segment manufacturing
facility in China is also substantially complete with production to begin|in fiscal year 2007, but is not included

above.

Included in Unallocated Corporate are executive, national sales ?nd administrative offices, a recycling
facility, a child development facility, and a training and education center and corporate showroom.

|

Generally, properties are utilized at normal capacity levels on a multiple shift basis. At times, certain
facilities utilize a reduced second or third shift. Due to sales fluctuations, not all facilities were utilized at
normal capacity during the 2006 fiscal year.

Significant loss of income resulting from a facility catastrophe would be partially offset by business
interruption insurance coverage.

Operating leases for all facilities, including idle facilities and seven leased showroom facilities, total

559,000 square feet and expire from fiscal year 2007-2030 with many of the leases subject to renewal options.
The leased showroom facilities are in six states and the District of Columbia.

|

The Company owns approximately 28,200 acres of land which includes land where various Company
facilities reside, including approximately 27,700 acres generally for ha\\rdwood timber reserves and approxi-
mately 180 acres of land in the Kimball Industrial Park, Jasper, Indiana (a site for certain production and
other facilities, and for possible future expansions). The Company leases approximately six acres of land in

Laem Chabang, Thailand where it has an Electronics manufacturing facility, with the lease expiring in 2030.

The Company also leases approximately nine acres in Nanjing, Cht‘ina where an electronics manufactur-
ing facility is being constructed, with the lease expiring in 2056, which is not included in the discussion above.

Item 3 — Legal Proceedings

The Registrant and its subsidiaries are not parties to any pending legal proceedings, other than ordinary
routine litigation incidental to the business, which individually, or in aggregate, are not expected to be
material.

Item 4 — Submission of Matters to Vote of Security Holders

No matters were submitted to a vote of the Company’s security holders during the fourth quarter of fiscal
year 2006.



Executive Officers of the Registrant
The executive officers of the Registrant as of August 23, 2006 are as follows:

(Age as of August 23, 2006)

Executive
Officer
Name Age Office and Area of Responsibility Since
James C. Thyen........... 62  President, Chief Executive Officer, Director 1974
Douglas A. Habig ......... 59 Chairman of the Board 1975
Robert F. Schneider ....... 45  Executive Vice President, 1992
Chief Financial Officer
Donald D. Charron ........ 42  Executive Vice President, President — 1999
Kimball Electronics Group
P. Daniel Miller........... 58  Executive Vice President, President — 2000
Furniture
Michelle R. Schroeder . . ... 41 Vice President, Corporate Controller 2003
(functioning as Principal Accounting Officer)
Randall L. Catt ........... 57  Executive Vice President, Human Resources 2004
John H. Kahle ............ 49  Executive Vice President, General Counsel, Secretary 2004
Gary W. Schwartz ......... 58  Executive Vice President, Chief Information Officer 2004

Executive officers are elected annually by the Board of Directors. All of the executive officers unless
otherwise noted have been employed by the Company for more than the past five years in the capacity shown
or some other executive capacity. Michelle R. Schroeder was appointed to Vice President in December 2004
and Corporate Controller in August 2002, having previously served the Company as Assistant Corporate
Controller and Director of Financial Analysis.

PART I

Item 5 — Market for Registrant’s Common Equity, Related Share Owner Matters and Issuer Purchases of
Equity Securities

Market Prices

The Company’s Class B Common Stock trades on the NASDAQ Global Select Market of The
NASDAQ Stock Market LLC under the symbol: KBALB. High and low sales prices by quarter for the last
two fiscal years as quoted by the NASDAQ system are as follows;

2006 2005
High Low High Low
First Quarter. ... ..o e $14.34  $11.84 $1490 $12.95
Second Quarter .. ... ... e $12.36  $10.25 $1540 $12.99
Third Quarter ... ... .. $15.36  $10.65 $1540 $13.69
Fourth Quarter . ........ .ot i e $19.72  $14.06 $1451 $11.22

There is no established public trading market for the Company’s Class A Common Stock. However,
Class A shares are convertible on a one-for-one basis to Class B shares.




Dividends

There are no restrictions on the payment of dividends except charter provisions that require on a fiscal
year basis, that shares of Class B Common Stock are entitled to an adé‘iitional $0.02 per share dividend more
than the dividends paid on Class A Common Stock, provided that dividends are paid on the Company’s
Class A Common Stock. During fiscal year 2006 dividends declared ware $24.4 million, or $0.62 per share on
Class A Common Stock and $0.64 per share on Class B Common\Stock. Included in these figures are
dividends computed and accrued on unvested Class A and Class B restricted share units, which will be paid by
a conversion to the equivalent value of common shares after a speciﬁea vesting period. Dividends by quarter

for 2006 compared to 2005 are as follows:

2006 2005
Class A Class B Class A Class B
|
First Quarter .. ... vttt i e $Q.155 $0.16 $0.155 $0.16
Second QUarter. . ...t $Q.155 $0.16 $0.155 $0.16
Third QUArter . ... oov ittt ettt e $Q.155 $0.16 $0.155 $0.16
Fourth QUarter ... .....virte it et e $0.155  $0.16  $0.155 $0.16
Total Dividends . . ... .. e $d.620 $0.64 $0.620 $0.64

Share Owners

On August 9, 2006, the Company’s Class A Common Stock was o\wned by 566 Share Owners of record
and the Company’s Class B Common Stock was owned by 1,801 Share Owners of record, of which 281 also

owned Class A Common Stock.

Securities Authorized for Issuance Under Equity Compensation Plans

See Item 12 of Part III for information on securities authorized for issuance under equity compensation
plans. \
Issuer Purchases of Equity Securities

The following table presents a summary of share repurchases mad&\e by the Company:

Total Number of Shares ~ Maximum Number of
Total Number  Average Purchased as Part of  Shares that May Yet Be

of Shares Price Paid Publicly Announced Purchased Under the
Period Purchased per Share Plans or Programs Plans or Programs
Month #1 (April | - April 30, 2006) ......... — — — 2,000,000
Month #2 (May 1 - May 31, 2006) .......... — — — 2,000,000
Month #3 (June 1 - June 30, 2006) .......... 43,170 $19.60 — 2,000,000
Total . ... . 43,170 $19.60 —

The share repurchases were the result of employee stock option e\xercises paid by the certification of
ownership of existing shares pursuant to the 1996 Stock Incentive Program under which these options were

granted.

The share repurchase program previously authorized by the Board of Directors was announced on
August 5, 2004, The program allows for the repurchase of up to 2 million shares and will remain in effect until
all shares authorized have been repurchased. The repurchases shown in| the table were not pursuant to this
program and therefore did not reduce the 2 million shares authorized for repurchase under the program.
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Item 6 — Selected Financial Data
Year Ended June 30

(Amounts in Thousands, Except for Per Share

Data) 2006 2005 2004 2003 2002
NetSales ................iviii.. $1,142,581 $1,053,147 $1,053,493 $1,085,954 $1,111,852
Income from Continuing Operations . . . .. $ 22,179 § 21,101 $§ 28,350 $ 22,441 $ 42,440
Earnings Per Share from Continuing
Operations
Basic:
Class A . ........ ... ... ..., $ 0.57 $ 055 §$ 073 § 058 ¢ 1.10
Class B ...... ... $ 058 §$ 056 $ 075 $ 060 $ 1.12
Diluted:
Class A ... ... i $ 057 $ 054 $ 073 §% 0.58 $ 1.10
ClassB . ... $ 0.58 $ 055 §% 075 $ 060 $ 1.12
Total ASSEts ..., $ 679,021 $ 600,540 $ 614,069 $ 615644 § 674,112
Long-Term Debt, Less Current Maturities $ 1,125 §$ 350 $ 395§ 833 § 2,291
Cash Dividends Per Share:
Class A .. ... $ 062 $ 062 $ 062 § 062 §$ 0.62
Class B .. ... o $ 064 $ 064 $ 064 § 064 § 0.64

The preceding table excludes all income statement activity of the discontinued operations.

Fiscal year 2006 net sales included $61.5 million related to acquisitions in that year. Fiscal year 2006
income from continuing operations also included $6.0 million ($0.16 per diluted share) of after-tax
restructuring expenses and $1.3 million ($0.03 per diluted share) of after-tax income received as part of a
Polish offset credit program for investments made in our Poland operations.

Fiscal year 2005 income from continuing operations included $0.3 million ($0.01 per dituted share) of
after-tax restructuring expenses.

Fiscal year 2004 income from continuing operations included $0.9 million ($0.02 per diluted share) of
after-tax restructuring expenses and $1.3 million ($0.03 per diluted share) of after-tax income received as part
of a Polish offset credit program for investments made in our Poland operations.

Fiscal year 2003 income from continuing operations included $4.9 million ($0.13 per diluted share) of
after-tax restructuring expenses.

Fiscal year 2002 income from continuing operations included an $8.2 million after-tax gain ($0.22 per
diluted share) from the sale of the Company’s Boesendorfer subsidiary and after-tax expenses related to
restructuring of $0.2 million ($0.01 per diluted share).




Item 7 — Management’s Discussion and Analysis of Financial Condition and Results of Operations

Business Overview

Kimball International, Inc. provides a variety of products from its two business segments: the Furniture
and Cabinets segment and the Electronic Contract Assemblies segmen{t. The Furniture and Cabinets segment
provides furniture for the office and hospitality industries, sold under the Company’s family of brand names.
The Furniture and Cabinets segment also provides engineering and| manufacturing services which utilize
common production and support capabilities on a contract basis to customers primarily in the residential
furniture and cabinets industry. The Electronic Contract Assembli‘es segment provides engineering and
manufacturing services which utilize common production and suppor\t capabilities to a variety of industries

globally.

Management currently considers the following events, trends and uncertainties to be most important to
understanding its financial condition and operating performance:

 Globalization continues to reshape not only the industries in which the Company operates but also its
key customers.

+ Competitive pricing continues to put pressure on the Company’s operating margins, especially for
suppliers of electronic contract assemblies to customers in the automotive industry. Within the
Furniture and Cabinets segment, pricing remains competitive on select projects.

» The Company’s results continue to be hindered by manufacturing inefficiencies at select operations.

+ Growth in the office furniture industry continues according to the Business and Institutional Furniture
Manufacturer’s Association (BIFMA International).

s The nature of the electronic manufacturing services industry is such that the start-up of new programs
to replace departing customers or expiring programs OCCUIS fr:equently and the new programs often
carry lower margins. The success of the Company’s Electronic Contract Assemblies segment is
dependent on the successful replacement of such customers or programs. Such changes usually occur

gradually over time as old programs phase out of production while newer programs ramp up.

» With the recently completed acquisitions, the Company’s sales mix is shifting toward the Electronic
Contract Assemblies segment. Since the Electronic Contract A‘ssemblies segment operates at a lower
gross profit percentage than the Furniture and Cabinets segmcﬁt, consolidated gross profit is trending
down. The Electronic Contract Assemblies segment operates at{ lower selling, general and administra-

tive (SG&A) cost as a percent of sales which has the effect of improving consolidated SG&A.

+ Some of the electronic component parts produced by the Company are used in completed assemblies
in vehicles produced by U.S. automotive manufacturers, some of which are currently in the midst of
executing restructuring activities.

e The Company’s net cash position from an aggregate of ca?h, cash equivalents, and short-term
investments, less short-term borrowings totaled $149 million at June 30, 2006, and the Company

continued to generate positive operating cash flow during ﬁscal! year 2006.

+ The increasingly competitive marketplace mandates that the | Company continually re-evaluate its
business models.

« The regulatory and business environment for U.S. public co‘mpanies requires that the Company
continually evaluate and enhance its practices in the areas of corporate governance and management
practices.

» The Company’s employees throughout its business operations are an integral part of the Company’s
ability to compete successfully, and the stability of its managcm‘ent team is critical to long-term share

owner value.
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To address these and other trends and events, the Company has taken, or continues to consider and take,
the following actions:

* As end markets dictate, the Company is continually assessing excess capacity and developing plans to
better utilize manufacturing operations, including shifting manufacturing capacity to lower cost venues
as necessary.

+ As part of its previously announced plan to sharpen the focus of the Furniture and Cabinets segment to
its primary markets, during fiscal year 2006, the Company sold a forest products hardwood lumber
business unit and a business unit which produced and sold fixed-wall furniture systems. The Company
also sold during fiscal year 2006 an operation that manufactured polyurethane and polyester molded
components for use in the recreational vehicle, signage and residential furniture industries.

+ As part of a restructuring plan announced in September 2005, the business processes within the
Furniture and Cabinets segment are being simplified and standardized and business functions are being
consolidated. The Company expects to make additional capital expenditures and incur incremental
consolidation costs before fully realizing the additional benefits.

* As operations continue to generate cash, the Company continues to evaluate the most effective uses of
the excess cash and short-term investments, including acquisition opportunities and other uses.

« The Company has taken a number of steps to conform its corporate governance to evolving national
and industry-wide best practices among U.S. public companies, not only to comply with new legal
requirements, but also to enhance the decision-making process of the Board of Directors.

» The Company continues to evaluate means to preserve the value of its experienced employees and
management team and further align their interests with those of the shareholders.

» As part of the Company’s diversification plan for the Electronic Contract Assemblies segment, during
fiscal year 2006 the Company acquired the Bridgend, Wales, UK manufacturing operation of Bayer
Diagnostics Manufacturing Limited. The acquisition better positions the Electronics Contract Assem-
blies segment to capitalize on growth opportunities in the medical market. The Company also acquired
a printed circuit board assembly operation in Longford, Ireland from Magna Donnelly Electronics
Longford Limited. See Note 2 — Acquisitions and Dispositions of Notes to Consolidated Financial
Statements for additional information.

The preceding statements could be considered forward-looking statements under the Private Securities
Litigation Reform Act of 1995 and are subject to certain risks and uncertainties including, but not limited to, a
significant change in economic conditions, loss of key customers or suppliers, or similar unforeseen events.

Restructuring

In February 2006, the Company approved a restructuring plan within the Electronic Contract Assemblies
segment to exit a manufacturing facility located in Northern Indiana. As part of this restructuring plan, the
production for select programs will be transferred to other locations within this segment. Operations at this
facility are scheduled to cease in the Company’s first quarter of fiscal year 2007. The plan includes employee
transition costs, asset impairment costs, accelerated software amortization costs and other exit costs. The
decision to exit this facility was a result of excess capacity in North America.

In September 2005, the Company announced a restructuring plan to sharpen its focus on primary
markets within the Furniture and Cabinets segment. Administrative, marketing and business development
functions are being consolidated to better serve the segment’s primary markets. To simplify and standardize
business processes, a portion of the Company’s Enterprise Resource Planning (ERP) software is being
redesigned and anticipated expenses include accelerated amortization, employee severance and other consoli-
dation costs. The ERP redesign efforts are expected to span approximately three years.

In June 2005, the Company announced a restructuring plan to consolidate its Mexican contract furniture
and cabinets operations into one facility located in Juarez, Mexico resulting in the closure of its manufacturing
facility in Mexicali, Mexico. The plan included lease charges, severance and other employee costs, equipment
relocation costs, asset impairment and other miscellaneous consolidation costs. The decision to consolidate the
operations was a result of excess capacity. The consolidation and exit activities related to this plan were
completed during fiscal year 2006. :




In December 2002, the Company’s Board of Directors approw‘/ed a restructuring plan comprised of
incremental cost scaling actions to more closely align the Company’s operating capacities and capabilities with
reduced demand levels related to the prolonged nature of the global economic slowdown in many of the
Company’s markets and the resulting continuation of underutilized manufactunng capacity within both of the
Company’s segments. Overall scaling actions included the consolidation of capabilities and operations, selling
and/or exiting redundant facilities, aligning personnel costs and adjustlng assets associated with scaling actions
to their current fair values. The final restructuring expenses pursuant to this plan were recorded in fiscal year

2005.

The restructuring plans are discussed in further detail in Note 17 — Restructuring Expense of Notes to
Consolidated Financial Statements.

Discontinued Operations

During fiscal year 2006, the Company sold a forest products hardwood lumber business unit, a business
unit which produced and sold fixed-wall furniture systems, and an opc‘ratlon that manufactured polyurethane
and polyester molded components. All three business units were part of the Furniture and Cabinets segment.
During fiscal year 2005, the Company exited the branded residential fﬁmlture business which was part of the
branded furniture product line within the Furniture and Cabinets segment. Also during fiscal year 2005, the
Company exited a veneer slicing operation. The cessation of these non-core operations did not impact any of
the remaining operations of the Company. The results of the above mentioned operations are reported as
discontinued operations in the Company’s Consolidated Financial Statements and all prior periods have been
restated.

See Note 18— Discontinued Operations of Notes to Consohdated Financial Statements for more
information on the discontinued operations.

Financial results of the discontinued operations were as follows:
Year Ended June 30

(Amounts in Thousands, Except for Per Share Data) ‘ 2006 2005 2004
Net Sales of Discontinued Operations ...............coovveieiannnn. .. \ ........ $29.078  $92,704  $96,036
Operating Loss of Discontinued Operations, Net of Tax ............... ...} ... ... $ (205) $(4,826) $(6,665)
Gain (Loss) on Disposal of Discontinued Operations, Net of Tax..........L....... $(6911) $ 313 3 0
Loss from Discontinued Operations, Net of Tax......................... N $(7,116) $(4,513) $(6,665)
Loss from Discontinued Operations per Class B Diluted Share ............ L ....... $ (0.19) $ (0.11) $ (0.18)
Acquisitions

During fiscal year 2006, the Company acquired the Bridgend, Wales, UK manufacturing operations of
Bayer Diagnostics Manufacturing Limited (“BDML”) and its parent company, Bayer Healthcare, LLC, a
member of the worldwide group of companies headed by Bayer AG. This acquisition better positions the
Electronics Contract Assemblies segment of the Company to capitalize on growth opportunities in the medical
market. The BDML workforce and their capabilities have added to|the Electronic Contract Assemblies
segment package of value that is offered to medical customers. Also dunng fiscal year 2006, the Company
acquired a printed circuit board assembly operation in Longford, Ireland from Magna Donnelly Electronics
Longford Limited. Both of these acquisitions emphasize the Company’s strategic expansion of global
capabilities and responsiveness in serving the Company's customers. See Note 2 — Acquisitions and
Dispositions of Notes to Consolidated Financial Statements for additional information on the acquired
operations.

Related Party Disclosure

During fiscal year 2006, the Company’s forest products hardwood lumber operation which has been
accounted for as a discontinued operation was sold to Indiana Hardwoods, Inc. Barry L. Cook, President of
Indiana Hardwoods, Inc. was formerly employed by the Company as a Vice President of Kimball
International, Inc. and had responsibility for this hardwoods lumber operation. The transaction prices were
negotiated between the Company and Indiana Hardwoods, Inc. The Company also considered offers from
other interested outside parties, but determined that it was in the Company’s best interest financially to sell
this operation to Indiana Hardwoods, Inc. The purchase price totaled $25.5 million, of which $23.5 million
was collected at closing and $2.0 million is a note receivable. The Company has no ongoing commitments
resulting from the sales agreement.
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Adoption of FASB Statement No. 123(R), Share-Based Payment

The Company maintains stock-based employee compensation plans. Prior to fiscal year 2006, the
Company accounted for the plans under the recognition and measurement provisions of APB Opinion No. 25,
Accounting for Stock Issued to Employees, and related Interpretations (APB 25). Accordingly, because all
stock options granted had an exercise price equal to the market value of the underlying common stock on the
date of the grant, no expense related to employee stock options was recognized in income. However, expense
related to other share-based awards such as restricted share units (RSUs) and performance shares had been
recognized in the income statement under APB 25. Effective July 1, 2005, the Company adopted the fair
value recognition provisions of FASB Statement No. 123(R), Share-Based Payment (FAS 123(R)). Under
the modified prospective method of adoption selected by the Company, compensation expense related to stock
options is recognized beginning in fiscal year 2006, but compensation cost in fiscal year 2005 related to stock
options continues to be disclosed on a pro forma basis only in Note 1 — Summary of Significant Accounting
Policies of Notes to Consolidated Financial Statements. Results for prior years have not been restated.

After-tax stock option expense recognized during fiscal year 2006 totaled $0.2 million. The Company
estimates after-tax expense for previously issued stock options will be approximately, in millions, $0.4 for fiscal
year 2007, and $0.1 for fiscal year 2008, assuming a constant estimated forfeiture rate.

As of June 30, 2006, there was approximately $3.3 million of unrecognized compensation cost related to
performance shares, based on the latest estimated attainment of performance goals. That cost is expected to be
recognized over a weighted average period of 3.9 years. As of June 30, 2006, there was approximately
$4.4 million of unrecognized compensation cost related to nonvested RSU compensation arrangements
awarded under the plan. That cost is expected to be recognized over a weighted average period of 3.1 years.

FAS 123(R) requires that forfeitures be estimated over the vesting period of an award, rather than being
recognized as a reduction of compensation expense when the forfeiture actually occurs. FAS 123(R) also
requires that liability awards be revalued to fair value, which, upon the adoption of FAS 123(R), had the
effect of a reduction of a liability for outstanding stock appreciation rights. The impact of the revaluation of
the stock appreciation rights and the use of the estimated forfeiture method for prior periods has been
presented on the Consolidated Statements of Income as a Cumulative Effect of a Change in Accounting
Principle, as required by FAS 123(R). The cumulative effect totaled $0.3 million of income, net of taxes.

During fiscal year 2006, the Company shifted from issuing RSUs, which vest based solely on the passage
of time, as a management retention vehicle, to awards of performance shares. The Company has not awarded

stock options since fiscal year 2004.

See Note 8§ — Stock Compensation Plans of Notes to Consolidated Financial Statements for additional
information.

The following discussions are based on income from continuing operations and therefore exclude all
income statement activity of the discontinued operations and the cumulative effect of the accounting change.

Fiscal Year 2006 Results of Operations
Financial Overview — Consolidated

Fiscal year 2006 consolidated net sales were $1.143 billion compared to fiscal year 2005 net sales of
$1.053 billion, an 8% increase over fiscal year 2005. Fiscal year 2006 consolidated net sales include
$61.5 million from acquisitions that were completed during the fiscal year in the Company’s Electronic
Contract Assemblies segment. Fiscal year 2006 consolidated income from continuing operations was
$22.2 million, or $0.58 per Class B diluted share, inclusive of $6.0 million, or $0.16 per Class B diluted share,
of after-tax restructuring costs. Fiscal year 2005 consolidated income from continuing operations was
$21.1 million, or $0.55 per Class B diluted share, inclusive of $0.3 million, or $0.01 per Class B diluted share,
of after-tax restructuring costs.
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Consolidated gross profit as a percent of sales in fiscal year 2006 was 21.5% compared to 21.8% in the
prior fiscal year. With the recently completed acquisitions, the Company’s sales mix is shifting toward the
Electronic Contract Assemblies segment. Since the Electronic Contract Assemblies segment operates at a
lower gross profit percentage than the Furniture and Cabinets segme‘nt, consolidated gross profit is trending
down. Improvements in the Furniture and Cabinet segment over the prior year more than offset lower gross

profit in the Electronic Contract Assemblies segment excluding acquisitions.

Consolidated selling, general and administrative (SG&A) expenses decreased as a percent of net sales,
but increased in absolute dollars compared to fiscal year 2005 due to higher incentive compensation costs
which are linked to Company proﬁtablllty Excluding the acqulsltlons consolidated fiscal year 2006 SG&A
expenses would have increased in absolute dollars and as a percent o{ sales.

Fiscal year 2006 other income increased compared to fiscal yee‘\lr 2005 on higher interest income and
$2.2 million pre-tax income relating to funds received as part of a Pohsh offset credit program for investments
made in our Poland operation. In addition, fiscal year 2005 other i income included the benefit of derivative

gains which partially offset other related currency fluctuations.

The fiscal year 2006 effective income tax rate approximated the
fiscal year 2006 effective tax rate was lower than the statutory rate
Company’s foreign operations which have a lower effective tax rate ths
well as $1.8 million for adjustments to income tax and related interes
closure of several prior year tax audits. The fiscal year 2005 effective ta
rate primarily due to the positive tax effect of the Company’s foreign

fiscal year 2005 effective tax rate. The
due to the positive tax effect of the
an the Company’s domestic facilities as
t accruals resulting from the favorable
x rate was also lower than the statutory
operations.

During fiscal year 2006, the Company changed its classification of gains and losses on sales of property
and equipment, previously shown in non- operatmg income, to selling, general and administrative expenses for
each of the periods presented in the accompanying Consolidated Statements of Income. The fiscal year 2005
reclassification of gains totaled $1.4 million. In fiscal year 2006, the Company recognized, in millions, $2.3 of
gains on the sale of property and equipment as selling, general and administrative expenses.

Comparing the balance sheets as of June 30, 2006 to June 30\ 2005, the decline in the Company’s
property and equlpmcnt net of accumulated depreciation was primarily related to the sale of discontinued
operations. The decline in capitalized software net of accumulated amortization was a result of the impairment
of integrated ERP software during fiscal year 2006 in addition to normal amortization. The increased balances
as of June 30, 2006 of receivables, inventories, other current assets and accounts payable were primarily a
result of the acquisitions within the Electronic Contract Assemblies \segment during fiscal year 2006. The
June 30, 2006 borrowings were higher as the Company utilized a Euro currency borrowing on its revolving
credit facility in order to provide a natural currency hedge. The June 30, 2006 accrued expenses increased
since June 30, 2005 on higher accrued incentive compensation and higher accrued retirement which are both
linked to Company profitability.

Furniture and Cabinets Segment

The Furniture and Cabinets segment net sales for fiscal year 2006
year 2005 net sales of $612.6 million as increased sales of branded fu

decreased sales of the contract private label products. At June 30, 200

Cabinets segment increased 15% from open orders at June 30, 2005.

Fiscal year 2006 net sales of the Company’s branded furniture
hospitality furniture, totaled $573.7 million, a 12% increase from fiscal

of $645.6 million increased over fiscal
rniture products more than offset the
6, open orders for the Furniture and

products, which include office and
year 2005 net sales of $512.8 million.

The branded furniture products net sales increase was due to price increases of approximately $13 million as

well as increased volumes of both office and hospitality furniture. Bran

June 30, 2006 were 21% higher than open orders at June 30, 2005 on

\ded furniture products open orders at

higher open orders of both office and

hospitality furniture.

Net sales of contract private label products declined 28% to $71.9 rrulhon in fiscal year 2006 compared to

$99.8 million in fiscal year 2005. The net sales decrease within this product line was primarily due to the
planned exit of contract private label furniture products as part of the prev1ously announced restructuring plan.
At June 30, 2006, open orders for contract private label products were 39% lower than open orders at June 30,

2005 primarily due to the planned exit.
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The Furniture and Cabinets segment income from continuing operations was $10.7 million in fiscal year
2006, inclusive of after-tax restructuring charges of $5.5 million, compared to income from continuing
operations of $7.1 million in fiscal year 2005, which included $0.3 million of after-tax restructuring charges.
The fiscal year 2006 restructuring charges were primarily related to the consolidation of two Mexican furniture
manufacturing operations into one location and the consolidation of administrative, marketing and business
development functions within this segment. The fiscal year-over-year earnings improvement was driven by the
higher sales volumes and improved gross profit percent. More specifically, income from continuing operations
was positively impacted by price increases on select branded furniture products and improved labor
efficiencies. Partially offsetting the improvement were higher employee benefit expenses in fiscal year 2006
and continued manufacturing inefficiencies at the Company’s Mexican furniture manufacturing operations.
As compared to the prior year, fiscal year 2006 SG&A expenses remained flat as a percent of sales, but
increased in total dollars due to higher incentive compensation costs which are linked to Company
profitability.

See Note 17 — Restructuring Expense of Notes to Consolidated Financial Statements for more
information on restructuring charges.

Risk factors within this segment include, but are not limited to, general economic and market conditions,
increased global competition, supply chain cost pressures and relationships with strategic customers and
product distributors. Additional risk factors that could have an effect on the Company’s performance are
located within Item 14 — Risk Factors.

Electronic Contract Assemblies Segment

Fiscal year 2006 Electronic Contract Assemblies segment net sales of $496.7 million increased
$57.0 million, or 13%, from fiscal year 2005 net sales of $439.7 million. The sales increase was driven by
$61.5 million net sales resulting from the fiscal year 2006 acquisitions in the United Kingdom and Ireland.
Increased year-over-year electronic contract assembly sales to customers in the industrial control and medical
industries more than offset decreased year-over-year sales to customers in the automotive industry. Within the
automotive industry, increased sales to certain customers were more than offset by decreased sales to other
customers as certain programs are nearing end of life. At June 30, 2006, open orders for the Electronic
Contract Assemblies segment increased 21% from open orders at June 30, 2005 due to the inclusion of open
orders of the fiscal year 2006 acquisitions. Due to the contract nature of the Company’s business, open orders
at a point in time may not be indicative of future sales trends.

Electronic Contract Assemblies segment fiscal year 2006 income from continuing operations totaled
$6.5 million, inclusive of after-tax restructuring charges of $0.5 million, a 40% decline from the $10.8 million
income from continuing operations in fiscal year 2005. The restructuring charges were related to the exit of a
North American manufacturing facility as discussed in more detail in Note 17 — Restructuring Expense of
Notes to Consolidated Financial Statements. The fiscal year 2006 decrease in income from continuing
operations was primarily attributable to a decline in gross profit as a percent of sales which was driven by
tighter margins on products due to competitive pricing pressures and a sales mix shift among various products
to those with lower margins along with increased employee benefit expenses. Acquisitions completed during
fiscal year 2006 also had the effect of lowering this segment’s gross profit as a percent of sales. Partially
offsetting the gross profit decline, fiscal year 2006 income from continuing operations was positively impacted
by lower new product introduction costs and $1.3 million of after-tax income relating to funds received as part
of the Polish offset credit program for investments made in the Company’s Poland operation. Fiscal year 2006
Electronic Contract Assemblies segment earnings also benefited from a lower effective tax rate as compared
to the fiscal year 2005 rate as fiscal year 2006 included adjustments to income tax accruals.




Included in this segment are a significant amount of sales to TRW Automotive, Inc., a full-service
automotive supplier. As a result of the acquisition of the Bridgend, Wales, UK manufacturing operations of
BDML in the Company’s fourth quarter of fiscal year 2006, sales to Bayer AG are also significant. Sales to
these two customers accounted for the following portions of consolidated net sales and Electronic Contract
Assemblies segment net sales:

Year Ended
June 30
006 2005
TRW sales as a percent of consolidated net sales.............[........ e 12%  12%
Bayer AG sales as a percent of consolidated netsales .........|........... ... ... 6% 2%
TRW sales as a percent of Electronic Contract Assemblies segment net sales . ... .. 27%  30%
Bayer AG sales as a percent of Electronic Contract Assemblies ‘segment net sales .. 13% 4%

TRW Automotive, Inc. sells electronic power steering products and complete braking assemblies, in part
manufactured by the Company, to several major automotive cornpan‘ies, most with multiple programs that
span multiple vehicle platforms, which partially mitigates the Comp}any’s exposure to this customer. The
Company also continues to focus on diversification of the Electronic Contract Assemblies segment customer

base. ‘

The nature of the electronic manufacturing services industry is such that the start-up of new customers
and new programs to replace expiring programs occurs frequently. New customer and program start-ups
generally cause losses early in the life of a program, which are generally; recovered as the program matures and
becomes established. This segment continues to experience margin pressures related to an overall excess
capacity position in the electronics subcontracting services market. New business awards for projects in the

automotive industry are extremely competitive.

Risk factors within this segment include, but are not limited to, general economic and market conditions,
increased globalization, foreign currency exchange rate fluctuations, re‘lpid technological changes, component
availability, the contract nature of this industry, and the importance of sales to large customers. The
continuing success of this segment is dependent upon its ability to replace expiring customers/programs with
new customers/programs. Additional risk factors that could have an effect on the Company’s performance are
located within Item 1A — Risk Factors.

Fiscal Year 2005 Results of Operations \

The following discussions have been restated to exclude all income statement activity of discontinued
operations and thus are based on income from continuing operations. |

Financial Overview — Consolidated

Both fiscal year 2005 and fiscal year 2004 consolidated net sales were $1.053 billion. Sales were flat in
both the Company’s Furniture and Cabinets segment and the Electronic Contract Assemblies segment. Fiscal
year 2005 consolidated income from continuing operations was $21.1| million, or $0.55 per Class B diluted
share, inclusive of $0.3 million, or $0.01 per Class B diluted share of after-tax restructuring costs. Fiscal year
2004 consolidated income from continuing operations was $28.4 milli<‘)n, or $0.75 per Class B dituted share,

inclusive of $0.9 million, or $0.02 per Class B diluted share, of after-tax restructuring costs.
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The Company'’s fiscal year 2005 gross profit as a percent of net sales of 21.8% declined as compared to
the fiscal year 2004 gross profit as a percent of net sales of 23.8%. New product introduction costs as well as a
sales mix shift toward lower margin products within the Electronic Contract Assemblies segment contributed
to the gross profit decline. In addition, increased costs for steel, wood composite sheet stock and other
commodities during fiscal year 2005 drove an increase in material costs as a percent of net sales compared to
fiscal year 2004. Price increases on select Furniture and Cabinets segment products and the exit of
underperforming facilities as part of the previously executed restructuring activities helped to mitigate the
gross profit decline. Also, the year-over-year consolidated gross profit comparison is impacted by a favorable
adjustment to property taxes in fiscal year 2004. Fiscal year 2005 consolidated selling, general and
administrative (SG&A) expenses decreased in absolute dollars and as a percent of net sales from fiscal year
2004 due to higher selling expenses being more than offset by lower administrative costs and lower incentive
compensation costs which are linked to Company profitability.

Fiscal year 2005 other income increased from fiscal year 2004 in part due to higher interest income and
derivative gains which partially offset other related currency fluctuations. Fiscal year 2004 other income
included $1.3 million, after-tax, relating to funds received as part of a Polish offset credit program for
investments made in our Poland operation.

The fiscal year 2005 effective income tax rate decreased 10.4 percentage points as compared to fiscal year
2004, primarily due to the positive tax effect of the Company’s foreign operations as a greater portion of
income for fiscal year 2005 was generated by foreign operations which have a lower effective tax rate than the
Company’s domestic facilities.

During fiscal year 2006, the Company changed its classification of gains and losses on sales of property
and equipment, previously shown in non-operating income, to selling, general and administrative expenses for
each of the periods presented in the accompanying Consolidated Statements of Income. Amounts reclassified
in fiscal year 2005 and 2004 were gains of, in millions, $1.4 and $0.2, respectively.

Furniture and Cabinets Segment

The Furniture and Cabinets segment’s net sales for fiscal year 2005 of $612.6 million were flat with fiscal
year 2004 net sales of $613.0 million as decreased sales of contract private label products were offset by
increased sales of branded furniture products. At June 30, 2005, open orders for the Furniture and Cabinets
segment decreased 7% from open orders at June 30, 2004.

Fiscal year 2005 net sales of the Company’s branded furniture products, which included office and
hospitality furniture, totaled $512.8 million, a 2% increase from fiscal year 2004 net sales of $502.1 million as
increased net sales of office furniture more than offset decreased net sales of hospitality furniture. The office
furniture net sales increase was due to both increased sales volumes and price increases on select branded
furniture products. The hospitality furniture decrease was primarily due to lower sales of custom product.
Branded furniture products open orders at June 30, 2005 were flat with open orders at June 30, 2004.

Net sales of contract private label products, which included residential furniture and cabinets, office
furniture and retail infrastructure products, declined 10% to $99.8 million in fiscal year 2005 compared to
$110.9 million in fiscal year 2004. The net sales decrease within this product line was primarily due to lower
sales of residential furniture and cabinets. At June 30, 2005, open orders for contract private label products
were 44% lower than open orders at June 30, 2004 primarily due to declining orders for large-screen projection
television cabinets.

The Furniture and Cabinets segment income from continuing operations was $7.1 million in fiscal year
2005, inclusive of after-tax restructuring charges of $0.3 million, compared to fiscal year 2004 income from
continuing operations which was also $7.1 million and included $0.8 million of after-tax restructuring charges.
The fiscal year 2005 Furniture and Cabinets segment income from continuing operations was positively
impacted by the exit of underperforming facilities related to the previously executed restructuring activities
and price increases on select branded furniture products. Fiscal year 2005 results were negatively impacted by
higher freight expense in part attributable to rising fuel prices and higher prices on several key commodities
such as steel and wood composite sheet stock. In addition, manufacturing inefficiencies at select domestic
contract manufacturing facilities hindered fiscal year 2005 results. The year-over-year comparison is also
impacted by a favorable adjustment to property taxes in fiscal year 2004.

See Note 17 — Restructuring Expense of Notes to Consolidated Financial Statements for more
information on restructuring charges.
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Electronic Contract Assemblies Segment

Fiscal year 2005 Electronic Contract Assemblies segment net sales of $439.7 million were flat with fiscal
year 2004 net sales of $439.3 million. Year-over-year electronic contract assembly sales increased to

customers in the automotive, industrial control, and telecommun‘ications industries and decreased to
customers in the computer and medical industries. The June 30, 2005 open orders for the Electronic Contract

Assemblies segment decreased 9% from open orders at June 30, 2004.

Electronic Contract Assemblies segment fiscal year 2005 incon‘le from continuing operations totaled
$10.8 million which was a decline from the $18.4 million in fiscal y;ear 2004. The decrease was primarily
attributable to a decline in gross profit which was driven by tighter margins on products due to competitive
pricing pressures, a sales mix shift among various products to those with lower margins, and higher new
product introduction costs. Freight expense and depreciation expense were also both higher in fiscal year 2005

as compared to fiscal year 2004. Fiscal year 2005 earnings were positive
portion of income was generated during fiscal year 2005 by foreign ope
rate than the Company’s domestic facilities. Fiscal year 2004 inclu
relating to funds received as part of the Polish offset credit program f
Poland operation. Fiscal year 2004 Electronic Contract Assemblies

favorable property tax reserve adjustments.

Included in this segment were sales to TRW Automotive, Inc., ai

ly impacted by lower taxes as a greater
rations which have a lower effective tax
ded $1.3 million of after-tax income
or investments made in the Company’s
segment earnings also benefited from

full-service automotive supplier, which

accounted for the following portions of consolidated net sales and Electronic Contract Assemblies segment net

sales:

TRW sales as a percent of consolidated net sales

TRW sales as a percent of Electronic Contract Assemblies segment net sales

The reduced percentages of segment and consolidated net s

Year Ended

_June 30

2005 2004
................. 12% 15%
...... 30% 37%

ales were a result of certain TRW

Automotive, Inc. products reaching end of life in addition to the Company’s ongoing efforts to diversify its
customer base. TRW Automotive, Inc. sells complete braking assémblies, in part manufactured by the
Company, to several major automotive companies, most with multiplé braking assembly programs that span
multiple vehicle platforms, which partially mitigates the Company’s el(posure to this customer. During fiscal

year 2005, the Company also began supplying electronic power steeri

Liquidity and Capital Resources

The Company’s net cash position from an aggregate of cas
investments less short-term borrowings increased from $115 million
June 30, 2006.

Working capital at June 30, 2006 was $231 million compared
June 30, 2005. The current ratio was 2.0 at June 30, 2006 and 2.4 at
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The Company’s internal measure of Accounts Receivable performance, also referred to as Days Sales
Outstanding (DSO), for fiscal year 2006 improved to 41.9 from 45.3 for fiscal year 2005. The improvement
was primarily driven by the exit of discontinued operations. The Company defines DSO as the average of
monthly accounts and notes receivable divided by an annual average day’s net sales. The Company’s
Production Days Supply on Hand (PDSOH) of inventory measure for fiscal year 2006 decreased to 45.9 from
54.6 for fiscal year 2005. The decrease was driven by the exit of the discontinued operations. The Company
defines PDSOH as the average of the monthly gross inventory divided by an annual average day’s cost of sales.

The Company does not disclose discontinued operations separately from continuing operations in the
Consolidated Statements of Cash Flows. However, for clarity purposes, the Company does separately disclose
the adjustment to net income for the gain or loss on disposal of discontinued operations in cash flows from
operating activities and the proceeds from disposal of discontinued operations in cash flows from investing
activities. '

Operating activities generated $77 million of cash flow in fiscal year 2006 compared to $65 million in
fiscal year 2005. The Company reinvested $32 million into capital investments for the future, including
manufacturing equipment and expenditures related to the construction of an electronics manufacturing facility
in Nanjing, China which is substantially complete. In addition, cash payments related to the fiscal year 2006
acquisitions totaled $28 million. Fiscal year 2006 investing cash flow activities included proceeds of
$25 million from the sale of discontinued operations. Fiscal year 2006 financing cash flow activities included
$24 million in dividend payments, which remained flat with fiscal year 2005.

The Company’s $75 million revolving credit facility allows for both issuances of letters of credit and cash
borrowings. At June 30, 2006, the Company had $21.0 million of short-term borrowings outstanding under the
revolving credit facility. The Company utilized a Euro currency borrowing on the revolving credit facility in
order to provide a natural currency hedge against Euro denominated intercompany notes between the US
parent and the Euro functional currency subsidiaries acquired in fiscal year 2006. Also at June 30, 2006, the
Company had $2.1 million of short-term borrowings outstanding under a separate foreign credit facility which
is backed by the $75 million revolving credit facility. The Company issued an additional $12.3 million in
letters of credit against the revolving credit facility, which reduced total availability to borrow to $39.6 million
at June 30, 2006. At June 30, 2005, the Company had $2.2 million of short-term borrowings outstanding under
the separate foreign credit facility which was backed by the $75 million revolving credit facility.

The $75 million revolving credit facility also provides an option to increase the amount available for
borrowing to $125 million at the Company’s request, subject to participating banks’ consent. The credit facility
requires the Company to comply with certain debt covenants including debt-to-total capitalization, interest
coverage ratio, minimum net worth, and other terms and conditions. The Company was in compliance with
these covenants at June 30, 2006. (See Note 6 — Long-Term Debt and Credit Facility of Notes to
Consolidated Financial Statements for more information on the credit facility.)

The Company believes its principal sources of liquidity from available funds on hand, cash generated
from operations and the availability of borrowing under the Company’s revolving credit facility will be
sufficient in fiscal year 2007 and the foreseeable future for working capital needs, share repurchases, dividends
and for funding investments in the Company’s future, including potential acquisitions. The Company’s
primary source of funds is its ability to generate cash from operations to meet its liquidity obligations, which
could be affected by factors such as a decline in demand for the Company’s products, loss of key contract
customers, the ability of the Company to generate profits, and other unforeseen circumstances. The
Company’s secondary source of funds is its revolving credit facility, which is contingent on complying with
certain debt covenants. The Company does not expect the covenants to limit or restrict its ability to borrow on
the facility in fiscal year 2007. The Company anticipates maintaining a strong liquidity position for the 2007
fiscal year. The Company does not expect the absence of cash flows from discontinued operations to have a
material effect on future liquidity and capital resources.

The preceding statements are forward-looking statements under the Private Securities Litigation Reform
Act of 1995. Certain factors could cause actual results to differ materially from forward-looking statements.
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Contractual Obligations

(a)

(b)

(©)
(d)

(e)

Off-Balance Sheet Arrangements

The following table summarizes the Company’s contractual obligations as of June 30, 2006.
|
Payments Due During Fiscal Years Ending June 30,

(Amounts in Millions) Total 2007 | 2008-2009 20102011  Thereafter
Recorded Contractual Obligations:

Long-Term Debt Obligations® .. ... ... $ 03 $ 0 $ O $ 0 $03

Capital Lease Obligations™ ........... 1.2 0.4 0.8 0 0

Other Long-Term Liabilities Reflected

on the Balance Sheet®©@@ . 10.6 0.1 1.5 2.5 6.5

Unrecorded Contractual Obligations:

Operating Leases® .............. el 31T 4.7 9.5 5.3 12.2

Purchase Obligations® ............... 1974  184.1 7.6 54 _ 03
Total ... $241.2 $189.3 $19.4 $13.2 $19.3

Refer to Note 6 — Long-Term Debt and Credit Facility of Notqs to Consolidated Financial Statements
for more information regarding Long-Term Debt and Capital Lease Obligations. The $0.4 million capital

lease payments due in fiscal year 2007 are recorded as a curren‘t liability.

The timing of payments of certain items included on the “Other 1Long-Term Liabilities Reflected on the
Balance Sheet” line above is estimated based on the following a‘ssumptions:

+ The timing of Supplemental Employee Retirement Plan paynllents is estimated based on an assumed
retirement age of 62 with payout based on the prior distribution elections of participants.

¢ The timing of warranty payments is estimated based on hiStOl"iCal data.

Excludes $8.0 million of long-term deferred taxes and related accrued interest which are not tied to a
contractual obligation.

Refer to Note 5 — Commitments and Contingent Liabilities) of Notes to Consolidated Financial
Statements for more information regarding Operating Leases and certain Other Long-Term Liabilities.

Purchase Obligations are defined as agreements to purchase goods or services that are enforceable and
legally binding and that specify all significant terms. The amounts listed above for purchase obligations
include contractual commitments for items such as raw materials] supplies, capital expenditures, services,
and software acquisitions/license commitments. Cancellable purchase obligations that the Company
intends to fulfill are also included in the purchase obligations amount listed above.

Other than operating leases entered into in the normal course of business, the Company’s off-balance

sheet arrangements are limited to guarantees, which are contingent|on the future performance of another
entity. However, these arrangements do not have a material current|effect and are not reasonably likely to
have a material future effect on the Company’s financial condition,| results of operations, liquidity, capital
expenditures or capital resources. The Company does not have material exposures to trading activities of non-

exchange traded contracts.

The preceding statements are forward-looking statements under the Private Securities Litigation Reform

Act of 1995. Certain factors could cause actual results to differ materially from forward-looking statements.
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Critical Accounting Policies

The Company’s consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America. These principles require the use of estimates
and assumptions that affect amounts reported and disclosed in the consolidated financial statements and
related notes. Actual results could differ from these estimates and assumptions. Management uses its best
judgment in the assumptions used to value these estimates, which are based on current facts and
circumstances, prior experience, and other assumptions that are believed to be reasonable. The Company’s
management overlays a fundamental philosophy of valuing its assets and liabilities in an appropriately
conservative manner. A summary of the Company’s significant accounting policies is disclosed in Note I —
Summary of Significant Accounting Policies of Notes to Consolidated Financial Statements. Management
believes the following critical accounting policies reflect the more significant judgments and estimates used in
preparation of the Company’s consolidated financial statements and are the policies that are most critical in
the portrayal of the Company’s financial position and results of operations. Management has discussed these
critical accounting policies and estimates with the Audit Committee of the Company’s Board of Directors and
with the Company’s independent registered public accounting firm.

Revenue recognition — The Company recognizes revenue when title and risk transfer to the customer,
which under the terms and conditions of the sale may occur either at the time of shipment or when the
product is delivered to the customer. Service revenue is recognized as services are rendered. Shipping and
handling fees billed to customers are recorded as sales while the related shipping and handling costs are
included in cost of goods sold.

» Allowance for sales returns — At the time revenue is recognized certain provisions may also be
recorded, including returns and allowances, which involve estimates based on current discussions with
applicable customers, historical experience with a particular customer and/or product, and other
relevant factors. As such, these factors may change over time causing the provisions to be adjusted
accordingly. At June 30, 2006 and June 30, 2005 the reserve for returns and allowances was
$2.7 million and $2.2 million, respectively. Over the past two years, the returns and allowances reserve
has been approximately 2% of gross trade receivables.

+ Allowance for doubtful accounts — Allowance for doubtful accounts is generally based on a percentage
of aged accounts receivable, where the percentage increases as the accounts receivable become older.
However, management judgment is utilized in the final determination of the allowance based on
several factors including specific analysis of a customer’s credit worthiness, changes in a customer’s
payment history, historical bad debt experience, and general economic and market trends. The
allowance for doubtful accounts at June 30, 2006 and 2005 was $0.9 million and $1.9 million,
respectively, and over the past two years, this reserve has trended between approximately 1% and 2% of
gross trade accounts receivable. The decline was primarily related to exited businesses.

Excess and obsolete inventory — Inventories were valued using the lower of last-in, first-out (LIFO) cost
or market value for approximately 24% and 50% of consolidated inventories in fiscal years 2006 and 2005,
respectively, including approximately 83% and 86% of the Furniture and Cabinets segment inventories in fiscal
years 2006 and 2005, respectively. The remaining inventories are valued at lower of first-in, first-out (FIFO)
cost or market value. The decline in inventories valued under the LIFO method as a percentage of total
inventories was primarily caused by the sale of discontinued operations during the current fiscal year, which
predominately used the LIFO method for valuing inventories, coupled with the acquisitions within the
Electronic Contract Assemblies segment in fiscal year 2006 which do not use the LIFO method. Inventories
recorded on the Company’s balance sheet are adjusted for excess and obsolete inventory. In general, the
Company purchases materials and finished goods for contract-based business from customer orders and
projections, primarily in the case of long lead time items, and has a general philosophy to only purchase
materials to the extent covered by a written commitment-from its customers. However, there are times when
inventory is purchased beyond customer commitments due to minimum lot sizes and inventory lead time
requirements, or where component allocation or other procurement issues may exist. Evaluation of excess
inventory includes such factors as anticipated usage, inventory turnover, inventory levels, and product demand
levels. Factors considered when evaluating inventory obsolescence include the age of on-hand inventory and
reduction in value due to damage, use as showroom samples, design changes or cessation of product lines.
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Self-insurance reserves — The Company is self-insured up to certaln limits for auto and general liability,
workers’ compensation and certain employee health benefits 1nclud1ng medical, short-term disability and

dental with the related liabilities included in the accompanying financial statements. The Company’s policy is
to estimate reserves based upon a number of factors including known claims, estimated incurred but not
reported claims and actuarial analyses, which are based on historical information along with certain
assumptions about future events. Changes in assumptions for such matters as increased medical costs and
changes in actual experience could cause these estimates to change and reserve levels to be adjusted

accordingly. At June 30, 2006 and 2005 the Company’s accrued llab‘lhtles for self-insurance exposure were
$7.2 million and $8.0 million, respectively, excluding immaterial amounts held in a voluntary employees’

beneficiary association (VEBA) trust.

Income taxes — Deferred income tax assets and liabilities are recognized for the estimated future tax
consequences attributable to temporary differences between the ﬁnanc1a1 statement carrying amounts of
existing assets and liabilities and their respectwe tax bases. These assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years 1111 which the temporary differences are
expected to reverse. The Company evaluates the recoverability of i‘ts deferred tax assets each quarter by
assessing the likelihood of future profitability and available tax planning strategies that could be implemented
to realize its deferred tax assets. If recovery is not likely, the Company brovides a valuation allowance based on
its best estimate of future taxable income in the various taxing jurisdi¢tions and the amount of deferred taxes
ultimately realizable. Future events could change management’s assessment. In addition, the Company
operates within multiple taxing jurisdictions and is subject to tax audits in these jurisdictions. These audits can
involve complex issues, which may require an extended period of time to resolve. However, the Company
believes it has made adequate provision for income taxes for all years that are subject to audit. As tax periods
are closed, the provision is adjusted accordingly. Additional information on income taxes is contained in

Note 9 — Income Taxes of Notes to Consolidated Financial Statements.

New Accounting Standards

See Note 1 — Summary of Significant Accounting Policies of Notes to Consolidated Financial State-
ments for information regarding New Accounting Standards.

Item 7A — Quantitative and Qualitative Disclosures About Market Risk

Interest Rate Risk: As of June 30, 2006 and 2005, the Company had an investment portfolio of fixed
income securities, excluding those classified as cash and cash equiv#lents of $107 million and $60 million
respectively. These securities are classified as available-for-sale securmes and are stated at market value with
unrealized gains and losses recorded net of tax related effect as a component of Share Owners’ Equity. These
securities, like all fixed income instruments, are subject to interest rate risk and will decline in value if market
interest rates increase. A hypothetical 100 basis point increase in an‘annual period in market interest rates’
from levels at June 30, 2006 and 2005 would cause the fair value of these short-term investments to decline by
an immaterial amount. Further information on short-term investments is provided in Note 12 — Short-Term
Investments of Notes to Consolidated Financial Statements.

The Company is exposed to interest rate risk on certain outstanding debt balances. The outstanding loan
balances under the Company’s revolving credit facility and foreign crcdlt facility bear interest at variable rates
based on prevailing short-term interest rates. Based on the $23 mllhon outstanding balance of these variable
rate obligations at June 30, 2006, the Company estimates that a hypothetlcal 100 basis point change in interest
rates would not have a material effect on annual interest expense. Further information on debt balances is
provided in Note 6 — Long-Term Debt and Credit Facility of Notes to Consolidated Financial Statements.

Foreign Exchange Rate Risk: The Company operates internationally, and thus is subject to potentially
adverse movements in foreign currency rate changes. The Company’s‘risk management strategy includes the
use of derivative financial instruments to hedge certain foreign currency exposures. Derivatives are used only
to manage underlying exposures of the Company and are not used in a speculative manner. Further
information on derivative financial instruments is provided in Note 11 — Derivative Instruments of Notes to
Consolidated Financial Statements. The Company estimates that a hypothetical 10% adverse change in
foreign currency exchange rates relative to non-functional currency balances of monetary instruments, to the
extent not hedged by derivative instruments, would not have a matenal impact on profitability in an annual
period assuming similar levels of profitability as seen in fiscal years 2006 and 2005.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL O‘VER FINANCIAL REPORTING

The management of Kimball International, Inc. is responsible foi' establishing and maintaining adequate
internal control over financial reporting and for the preparation and 1ntegr1ty of the accompanying financial
statements and other related information in this report. The consolidated financial statements of the Company
and its subsidiaries, including the footnotes, were prepared in accordance with accounting principles generally
accepted in the United States of America and include judgments zind estimates, which in the opinion of
management are applied on an appropriately conservative basis. The QOmpany maintains a system of internal
and disclosure controls intended to provide reasonable assurance thgt assets are safeguarded from loss or

material misuse, transactions are authorized and recorded properly, and that the accounting records may be

relied upon for the preparation of the financial statements. This syste‘m is tested and evaluated regularly for

adherence and effectiveness by employees who work within the 1ntemial control processes, by the Company’s
staff of internal auditors, as well as by the independent registered pubhc accounting firm in connection with

their annual audit.

Management’s assessment of the effectiveness of the Company’s lntemal control over financial reportlng
excluded the acquisitions in fiscal year 2006 in the United Kingdom and Ireland. These entities represented, in
the aggregate, 13% and 5% of consolidated total assets and consolidated net sales, respectively, of the
Company as of and for the year ended June 30, 2006. These acquisitions are more fully discussed in Note 2 —
Acquisitions and Dispositions of Notes to Consolidated Financial Statements for fiscal year 2006. Under
guidelines established by the Securities and Exchange Commission] companies are permitted to exclude
acquisitions from their first assessment of internal control over financial reporting within one year of the date
of the acquisition.

The Audit Committee of the Board of Directors, which is cornprised of directors who are not employees
of the Company, meets regularly with management, the internal auditors and the independent registered
public accounting firm to review the Company’s financial p011c1es and procedures, its internal control
structure, the objectivity of its financial reporting, and the mdependence of the Company’s independent
registered public accounting firm. The internal auditors and the independent registered public accounting firm
have free and direct access to the Audit Committee, and they meet periodically, without management present,
to discuss appropriate matters.

Because of inherent limitations, a system of internal control over|financial reporting may not prevent or
detect misstatements and even when determined to be effective, can only provide reasonable assurance with
respect to financial statement preparation and presentation.

These consolidated financial statements are subject to an evaluation of internal control over financial
reporting conducted under the supervision and with the participation of management, including the Chief
Executive Officer and Chief Financial Officer. Based on that evaluation, conducted under the criteria
established in Internal Control — Integrated Framework issued by thF Committee of Sponsoring Organiza-
tions of the Treadway Commission, management concluded that its internal control over financial reporting
was effective as of June 30, 2006.

Management’s assessment of the effectiveness of internal control }over financial reporting as of June 30,
2006, was audited by Deloitte & Touche LLP, the Company’s independent registered public accounting firm,
as stated in their report which is included herein.

/s/  JaMEs C.|THYEN

James C. Thyen
President,
Chief Executive|Officer
August 16, 2006

/s/ ROBERT F. SCHNEIDER
Robert F. Schneider

Executive Vice Ifresident,
Chief Financial Officer
August 16, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Share Owners of Kimball International, Inc.:

We have audited the accompanying consolidated balance sheets of Kimball International, Inc. and subsidiaries (the
“Company”) as of June 30, 2006 and 2005, and the related consolidated statements of income, share owners’ equity, and
cash flows for each of the three years in the period ended June 30, 2006. Our audits also included the financial statement
schedules listed in the Index at Item 15. We also have audited management’s assessment, included in the accompanying
Management’s Report on Internal Control over Financial Reporting, that the Company maintained effective internal
control over financial reporting as of June 30, 2006, based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission. As described in
Management’s Report on Internal Control over Financial Reporting, management excluded from their assessment the
internal control over financial reporting at Kimball Electronics Wales, Ltd. and Kimball Electronics Ireland, Ltd., which
were acquired on April 3, 2006 and May 3, 2006 respectively, and whose financial statements reflect total assets and
revenues constituting 13% and 5%, respectively, of the related consolidated financial statement amounts as of and for the
year ended June 30, 2006. Accordingly, our audit did not include the internal control over financial reporting at Kimball
Electronics Wales, Ltd. and Kimball Electronics Ireland, Ltd. The Company’s management is responsible for these
financial statements and financial statement schedules, for maintaining effective internal control over financial reporting,
and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an
opinion on these financial statements and financial statement schedules, an opinion on management’s assessment, and an
opinion on the effectiveness of the Company’s internal control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement and whether effective internal control over financial reporting was maintained in all
material respects. Our audit of financial statements included examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation. Qur audit of internal control over financial reporting included
obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, testing and
evaluating the design and operating effectiveness of internal control, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the
company’s principal executive and principal financial officers, or persons performing similar functions, and effected by the
company’s board of directors, management, and other personnel to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company’s internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles and that receipts
and expenditures of the company are being made only in accordance with authorizations of management and directors of
the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of the company’s assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion or
improper management override of controls, material misstatements due to error or fraud may not be prevented or detected
on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial reporting to
future periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Kimball International, Inc. and subsidiaries as of June 30, 2006 and 2005, and the results of their
operations and their cash flows for each of the three years in the period ended June 30, 2006, in conformity with
accounting principles generally accepted in the United States of America. Also, in our opinion, such financial statement
schedules, when considered in relation to the basic consolidated financial statements taken as a whole, present fairly, in all
material respects, the information set forth therein. Also, in our opinion, management’s assessment that the Company
maintained effective internal control over financial reporting as of June 30, 2006, is fairly stated, in all material respects,
based on the criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Furthermore, in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of June 30, 2006, based on the criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.

/s/ Deloitte & Touche LLP

DELOITTE & TOUCHE LLP
Indianapolis, Indiana
August 22, 2006




KIMBALL INTERNATIONAL, INC.
CONSOLIDATED BALANCE SHEETS

(Amounts in Thousands, Except for Share Data)

ASSETS
Current Assets:
Cash and cash equivalents
Short-term INVEStMEnts . .. ..ot
Receivables, net of allowances of $1,282 and $2,142, respectively .
Inventories

Total current assets .. ... ..ottt
Property and Equipment, net of accumulated depreciation of $327,17
$356,639, respectively
Capitalized Software, net of accumulated amortization of $51,859 an
respectively
GoodWill . ... ..
Other Assets

Total Assets ...t e

LIABILITIES AND SHARE OWNERS’ EQUITY

Current Liabilities:
Current maturities of long-term debt.........................
Accounts payable
Borrowings under credit facility
Dividends payable
Accrued expenses

Total current liabilities

Other Liabilities:
Long-term debt, less current maturities
Deferred income taxes and other

Total other liabilities
Share Owners’ Equity:
Common stock-par value $0.05 per share:
Class A — Shares authorized 49,826,000 in 2006 and 2005
Shares issued 14,368,000 in 2006 and 2005
Class B — Shares authorized 100,000,000 in 2006 and 2005
Shares issued 28,657,000 in 2006 and 2005
Additional paid-in capital ... ...... ... . .. oL
Retained €arnings. .. ......ooiiniiritiiii e
Accumulated other comprehensive income
Deferred stock-based compensation
Less: Treasury stock, at cost:
Class A — 1,691,000 shares in 2006 and 377,000 shares in 2005

Class B — 3,115,000 shares in 2006 and 3,881,000 shares in 2005

Total Share Owners’ Equity

Total Liabilities and Share Owners’ Equity

See Notes to Consolidated Financial Statements
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June 30, June 30,
2006 2005
............ $ 64,857 $ 57,253
............ 106,846 60,270
............ 154,571 125,178
............ 109,479 87,531
............ 32,327 21,808
............ 468,080 352,040
7 and
............ 151,122 176,054
d $43,4153,
............ 26,602 37,273
............ 3,286 2,166
............ 29,931 33,007
............ $679,021  $600,540
............ $ 427 $ 49
............ 140,628 87,049
............ 23,133 2,154
............ 6,643 6,420
............ 65,868 52,700
............ 236,699 148,372
............ 1,125 350
............ 18,615 23,592
............ 19,740 23,942
............ 718 718
............ 1,433 1,433
............ 6,019 4,625
............ 486,518 495,557
............ 886 901
............ -0- (7,812)
............ (24,615)  (5,610)
........... (48,377) (61,586)
............ 422,582 428,226
............ $679,021  $600,540




KIMBALL INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF INCOME
(Amounts in Thousands, Except for Per Share Data)

Year Ended June 30

2006 2005 2004
Nt SAlES - $1,142,581 $1,053,147 $1,053,493
Cost 0f Sales .. vt i e e 896,391 823,305 803,131
Gross Profit ......... .. ... . .. [ 246,190 229,842 250,362
Selling, General and Administrative Expenses..................... 219,438 210,940 214,129
Restructuring Expense .......... ... i, 9,635 448 2,843
Operating Income ...............c i i 17,117 18,454 33,390
Other Income (Expense):
Interest iNCOME ... ..ttt e 4,592 2,105 1,393
Interest €Xpense .. ......oovi i e (249) (163) (414)
Non-operating inCome . . . ...t v ettt 71,555 7,639 8,166
Non-operating €Xpense . ........ooviuinrennnoininnnenen.. (1,103) (1,576) {(1,609)
Otherincome, Net . ... ... oottt 10,795 8,005 7,536
Income from Continuing Operations Before Taxes on Income . . ... .. 27,912 26,459 40,926
Provision for Income Taxes ..., 5,733 5,358 12,576
Income from Continuing Operations . . ...............oovin ... 22,179 21,101 28,350
Gain (Loss) from Discontinued Operations, Net of Tax ............ (7,116) {4,513) (6,665)
Income Before Cumulative Effect of Change in Accounting Principle 15,063 16,588 21,685
Cumulative Effect of Change in Accounting Principle, Net of Tax ... 299 -0- -0-
Net Income .. ..o i $ 15362 $ 16,588 $ 21,685

Earnings Per Share of Common Stock

Basic Earnings Per Share from Continuing Operations:
Class A ..o e
Class B ... e
Diluted Earnings Per Share from Continuing Operations:
Class A ..o e
Class B .. ... e
Basic Earnings Per Share:
Class A ..o
ClassB........... e e e
Diluted Earnings Per Share:
Class A ..o e e
Class B ... o e
Average Number of Shares Outstanding

Basic:
Class A ..o e
Class B ... . e
Totals ...
Diluted:
Class A .. o e
Class B .. ... e
Totals ............ ... ... ..... S

See Notes to Consolidated Financial Statements
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KIMBALL INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in Thousands)

Cash Flows From Operating Activities:

Net INCOME . ..ot e ..

Adjustments to reconcile net income to net cash provided by
operating activities:

Cumulative effect of a change in accounting principle. .. .... ..
Depreciation and amortization........................... ..
Gain on sales of assets, facilities and subsidiaries .. ......... ..
(Gain)/Loss on disposal of discontinued operations......... ..
Restructuring .. ... o ..
Deferred income tax and other deferred charges............ .

Stock-based compensation . ........... oo .

Excess tax benefits from stock-based compensation . ........ .-

Change in current assets and liabilities:

Receivables . ...... ... . . . . . ..
Inventories . . ... . e ..
Other CUrrent assets .. .ovv vttt .
Accounts payable .......... ... .. .. i ..

Accrued EXPENSes . ... .. i. ek

Net cash provided by operating activities..............L
Cash Flows From Investing Activities:

Capital expenditures .. ....... ... ik
Proceeds from sales of assets............. ... .. L |
Proceeds from sales of facilities/subsidiaries . .................. |
Proceeds from disposal of discontinued operations .............. |
Payments for acquisitions. ...t |
Purchase of capitalized software and other assets............... |
Proceeds from cancellation of split-dollar life insurance policy . ...
Purchases of available-for-sale securities ......................

Sales and maturities of available-for-sale securities ............. .
Other, net. ... e .

Net cash used for investing activities .. ............... .

Cash Flows From Financing Activities:

Net change in foreign credit facility ............ ... ... ... ... .

Proceeds from revolving credit facility ................. ... ...
Payments on capital leases and long-term debt........... ... ..

Dividends paid to share owners.......................... ..., .

Excess tax benefits from stock-based compensation.............!
Other,net‘

Net cash used for financing activities................. ‘
Effect of Exchange Rate Change on Cash and Cash Equivalents ... J

Net Increase (Decrease) in Cash and Cash Equivalents ........... ’

Cash and Cash Equivalents at Beginning of Year ................, .
Cash and Cash Equivalents at End of Year ............ ... ... ... .

Supplemental Schedule of Noncash Activities

A capital lease obligation of $1.3 million was incurred when th
equipment during fiscal year 2006. Payments for acquisitions of $27.5
included in accounts payable at June 30, 2006.

See Notes to Consolidated Financial Statements
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Year Ended June 30
2006 2005 2004

$ 15362 $ 16,588 § 21,685

(497) -0- -0-
37,907 41,884 41,336
(2,542)  (1,344) (167)

11,495 (520) -0-
5,885 190 1,616
(8,674)  (6,765) 3,160
3,695 2,268 1,132
(89) -0- -0-
(34,895) 3,473 (826)

(2,758) 5,000 (5,232)
(2,771) 6,675 (5,023)
46,013 (2,935) 10,503
. 8,481 193 708

. 76,612 64,707 68,892

. (29,526)  (28,127)  (37,145)

. 13,125 3,757 2,626
. 1,912 17,520 1,502
. 25231 2,300 -0-
. (27,511) -0- -0-
. (1,991)  (5,538)  (9,103)
. -0- -0- 2,958

(72,033)  (42,741)  (37.134)
25,160 27,793 31,503
(605) -0- -0-

(66,238)  (25,036)  (44,793)

(44) 2,154 -0-
21,023 -0- -0-
(131) (422)  (1,352)
(24,175)  (24,136)  (24,106)

. 89 -0- -0-
. (66) (129) (26)
. (3304)  (22,533)  (25484)
. 534 124 85

. 7,604 17,262 (1,300)
57,253 39,991 41,291

$ 64857 § 57,253 § 39,991

e Company entered into a lease for
million exclude $4.7 million that was



KIMBALL INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF SHARE OWNERS’ EQUITY
(Amounts in Thousands, Except for Share Data)

Amounts at June 30, 2003
Comprehensive income:

Net income

Net change in unrealized gains and losses on securities
Foreign currency translation adjustment

Net change in derivative gains and losses

Comprehensive income
Issuance of non-restricted stock (15,000 shares)
Net exchanges of shares of Class A and Class B

common stock (147,000 shares)
Restricted share unit grant, net of forfeitures

(324000 shares) ...t
Compensation expense related to stock incentive plans . .
Exercise of stock options (1,000 shares)
Performance Share Issuance (19,000 shares)
Dividends declared:

Class A ($0.62 per share)

Class B ($0.64 per share)

Amounts at June 30, 2004
Comprehensive income:
Net income

Net change in unrealized gains and losses on securities
Foreign currency translation adjustment
Net change in derivative gains and losses

Comprehensive income
Issuance of non-restricted stock (17,000 shares)
Net exchanges of shares of Class A and Class B

common stock (121,000 shares)
Restricted share unit grant, net of forfeitures

(293,000 shares)......c..oveiiiiiiiii
Compensation expense related to stock incentive plans . .
Performance share issuance (22,000 shares)
Dividends declared:

Class A ($0.62 per share)

Class B ($0.64 per share)

Amounts at June 30, 2005
Comprehensive income:

Net income

Net change in unrealized gains and losses on securities
Foreign currency translation adjustment

Net change in derivative gains and losses

Comprehensive income
Issuance of non-restricted stock (19,000 shares)
Net exchanges of shares of Class A and Class B

common stock (869,000 shares)
Reclassification of Restricted Share Units relating to

adoption of FAS 123(R), Share-Based Payment

(614,000 shares)
Vesting of Restricted Share Units (1,000 shares)
Compensation expense related to stock incentive plans,

including Cumulative Effect Adjustment
Exercise of stock options (8,000 shares)
Performance share issuance (38,000 shares)
Dividends declared:

Class A (30.62 per share)

Class B ($0.64 per share)

Amounts at June 30, 2006

Additional

Common Stock  “paig In

Total
Share

Accumulated
Other
Retained Comprehensive Stock-Based Treasury Owners®

Deferred

Class A Class B Capital  Earnings Income Compensation  Stock Equity
$718  $1,433  §$7,107 $505,925 $1,283 $ -0 $(81,050) $435,416
21,685 21,685

(564) (564)

58 58

845 845

22,024

(69) 308 239

(871) 871 -0-

(407) (5,599) 6,006 -0-

400 465 865

(1) 10 (5)

(82) 368 286

(8,556) (8,556)

. (15,658) (15,658)
$718 31433 $6,063 $503,396 $1,622 $(5,134)  $(73,487) $434,611
16,588 16,588

(79) (79)

(5) (5)

(637) (637)

15,867

(67) 314 247

(646) 646 -0-

(667) (4,151) 4,802 (16)

549 1,473 2,022

(607) 529 (78)

(8,628) (8,628)

. (15,799) (15,799)
$718  $1,433  $4,625  $495,557 $ 901 $(7,812)  3(67,196) $428,226
15,362 15,362

{(166) (166)

468 468

(317) (317)

15,347

(146) 349 203

(3,307) 3,307 -0-

2,441 72812 (10,253) -0-

31) 21 (10)

3,247 3,247

(108) 134 26

(702) 646 (56)

(8,330) (8.330)

— (16,071) (16,071)
$718  $1,433 86,019 $486,518 $ 886 $ -0- $(72,992) $422,582

See Notes to Consolidated Financial Statements




KIMBALL INTERNATIONAL, INC.

NOTES TO CONSOLIDATED FINANCIAL ‘STATEMENTS

Note 1 Summary of Significant Accounting Policies

Principles of Consolidation: The consolidated financial statements include the accounts of all domestic
and foreign subsidiaries. All significant intercompany balances and transactions have been eliminated in the
consolidation.

Revenue Recognition. Revenue from product sales is recognized when title and risk transfer to the
customer, which under the terms and conditions of the sale, may occur either at the time of shipment or when
the product is delivered to the customer. Shipping and handling fees billed to customers are recorded as sales
while the related shipping and handling costs are included in cost of go‘ods sold. Service revenue is recognized
as services are rendered. Based on estimated product returns and price concessions, a reserve for returns and
allowances is recorded at the time of the sale, resulting in a reduction| of revenue. An allowance for doubtful
accounts is recorded based upon the estimated collectibility of reccivab‘les, and results in an increase in selling

expenses.

Use of Estimates: The preparation of financial statements in |conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts included in the consolidated ﬁna{ncial statements and related footnote
disclosures. While efforts are made to assure estimates used are reasonably accurate based on management’s

knowledge of current events, actual results could differ from those estimates.

Cash, Cash Equivalents and Short-Term Investments: Cash equivalents consist primarily of highly
liquid investments with original maturities of three months or less at the time of acquisition. Cash equivalents
are stated at cost, which approximates market value. Short-term investments consist primarily of municipal
bonds, U.S. Government securities and auction rate securities with maturities exceeding three months at the
time of acquisition. Available-for-sale securities are stated at market value, with unrealized gains and losses
excluded from net income and recorded net of related tax effect in Accumulated Other Comprehensive

Income, as a component of Share Owners’ Equity.

Inventories: Inventories are stated at the lower of cost or market value. Cost includes material, labor
and applicable manufacturing overhead and is determined using the}, last-in, first-out (LIFO) method for
approximately 24% and 50% of consolidated inventories in 2006 and 2005, respectively. Cost of the remaining
inventories is determined using the first-in, first-out (FIFO) method. Inventories recorded on the Company’s
balance sheet are adjusted for excess and obsolete inventory. Evaluation of excess inventory includes such
factors as anticipated usage, inventory turnover, inventory levels ‘and product demand levels. Factors
considered when evaluating obsolescence include the age of on-hand inventory and reduction in value due to

. . | .
damage, use as showroom samples, design changes or cessation of product lines.

Property, Equipment and Depreciation: Property and equipment are stated at cost less accumulated

. ! . . .
depreciation. Depreciation is provided over the estimated useful life of the assets using the straight-line
method for financial reporting purposes. Leasehold improvements arel amortized on a straight-line basis over
the shorter of the useful life of the improvement or the term of the |lease. Maintenance, repairs and minor

renewals and betterments are expensed; major improvements are capitalized.

Impairment of Long-Lived Assets: The Company performs reviews for impairment of long-lived assets
whenever events or changes in circumstances indicate that the carrying value of an asset may not be
recoverable. An impairment loss is recognized when estimated future| cash flows expected to result from the
use of the asset and its eventual disposition are less than its carrying amount. When an impairment is
identified, the carrying amount of the asset is reduced to its estimated fair value. Assets to be disposed of are
recorded at the lower of net book value or fair market value less cost to sell at the date management commits

to a plan of disposal.
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Goodwill and Purchased Intangible Assets: In accordance with Statement of Financial Accounting
Standards No. 142 (FAS 142), goodwill is no longer amortized, but is tested for potential impairment on an
annual basis, or more often if events or circumstances change that could cause goedwill to become impaired.
During fiscal year 2006, the sale of a fixed-wall furniture systems business resulted in a pre-tax goodwill
impairment loss of $433, in thousands. Goodwill increased $1,553, in thousands, as a result of fiscal year 2006
acquisitions. At June 30, 2006 and 2005, the Company had, in thousands, $3,286 and $2,166 of goodwill,
respectively.

Under FAS 142 purchased intangible assets are amortized over their useful lives, or are classified as
having an indefinite useful life and are not amortized. The Company has no intangible assets with indefinite
useful lives. Other purchased intangible assets are amortized on a straight-line basis over an estimated useful
life of five years. Purchased intangible assets consist of licenses and rights to produce and sell certain products.
Purchased intangible assets net of accumulated amortization totaled, in thousands, $28 and $70 at June 30,
2006 and 2005, respectively. During fiscal year 2006, 2005 and 2004, the Company recorded, in thousands,
$42, $142 and $466 of amortization expense on intangible assets, respectively. The Company estimates
intangible amortization expense to be, in thousands, $28 for the year ending June 30, 2007, with no
amortization thereafter.

Capitalized Software: Internal-use software is stated at cost less accumulated amortization and is
amortized using the straight-line method over its estimated useful life ranging from two to seven years.
Software assets are reviewed for impairment when events or circumstances indicate that the carrying value
may not be recoverable over the remaining lives of the assets. During the software application development
stage, capitalized costs include external consulting costs, cost of software licenses, and internal payroll and
payroll-related costs for employees who are directly associated with a software project. Upgrades and
enhancements are capitalized if they result in added functionality which enable the software to perform tasks
it was previously incapable of performing. Software maintenance, training, data conversion and business
process reengineering costs are expensed in the period in which they are incurred.

Research and Development: The costs of research and development are expensed as incurred. These
costs from continuing operations were approximately, in millions, $14.9 in fiscal year 2006, $17.7 in fiscal year
2005, and $16.1 in fiscal year 2004.

Advertising:  Advertising costs are expensed as incurred except for direct-response advertising, which is
capitalized and amortized over its expected period of future benefits. Advertising costs from continuing
operations, included in selling, general and administrative expenses were, in millions, $5.6, $5.3 and $5.8, in
fiscal years 2006, 2005 and 2004, respectively.

Insurance and Self-insurance: The Company is self-insured up to certain limits for auto and general
liability, workers’ compensation and certain employee health benefits including medical, short-term disability
and dental with the related liabilities included in the accompanying financial statements. The Company’s
policy is to estimate reserves based upon a number of factors including known claims, estimated incurred but
not reported claims and actuarial analyses, which are based on historical information along with certain
assumptions about future events. Approximately 61% of the workforce is covered under self-insured medical
and short-term disability plans.

The Company carries external medical and disability insurance coverage for the remainder of its eligible
workforce not covered by self-insured plans. The Company also carries stop-loss insurance coverage to
mitigate severe losses under external and self-insured plans. Insurance benefits are not provided to retired
employees.
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Income Taxes:

Unremitted earnings of foreign subsidiaries h
financial statements without giving effect to the United States taxes th
United States because it is not anticipated such earnings will be remit

ave been included in the consolidated
at may be payable on distribution to the
ted to the United States. Determination

of the amount of unrecognized deferred tax liability on unremitted earnings is not practicable.

Off-Balance Sheet Risk and Concentration of Credit Risk: The Company has business and credit risks
concentrated in the automotive, medical and furniture industries. Two customers, TRW Automotive, Inc. and

Bayer AG, each represented 19% of consolidated accounts receivabl

Inc. represented 23% of consolidated accounts receivable at June 30,
foresee a credit risk associated with these receivables. The Company

the sale of a forest products hardwood lumber business, and maintair

The Company also has an agreement to loan one of its contract cust

which $1 million was transferred as of June 30, 2006. A provision fo

e at June 30, 2006. TRW Automotive,
2005. The Company currently does not
holds a $2 million note receivable from
1s a provision for potential credit losses.
omers $2 million with a 2-year term, of
r potential credit losses is not currently

deemed necessary on this note. The Company’s off-balance sheet arrangements are limited to guarantees

which are contingent on the future performance of another entity as d

Contingent Liabilities of Notes to Consolidated Financial Statements

Foreign Currency Translation: The Company uses the U.S.
functional currencies. Foreign currency assets and liabilities are re
end-of-period exchange rates, except for nonmonetary assets and liab
at historical exchange rates. Revenue and expenses are remeasured

escribed in Note 5 — Commitments and

5,

dollar and Euro predominately as its
measured into functional currencies at
ilities and equity, which are remeasured
at the weighted average exchange rate

during the year, except for expenses related to nonmonetary assets and liabilities, which are remeasured at
historical exchange rates. Gains and losses from foreign currency remeasurement are reported in the Other
Income (Expense) category of the Consolidated Statements of Income.

For businesses whose functional currency is other than the ULS. dollar, the translation of functional
currency statements to U.S. dollar statements uses end-of-period e‘xchange rates for assets and liabilities,
weighted average exchanges rates for revenue and expenses, and historical rates for equity. The resulting
currency translation adjustment is recorded in Accumulated Other Comprehensive Income, as a component of
Share Owners’ Equity.

Derivative Instruments and Hedging Activities: Derivative financial instruments are recognized on the
balance sheet as either assets or liabilities and are measured at fair value. Changes in the fair value of
derivatives are recorded each period in earnings or Accumulated Other Comprehensive Income, depending on
whether a derivative is designated and effective as part of a hedge tr}ansaction, and if it is, the type of hedge
transaction. Gains and losses on derivative instruments reported in Accumulated Other Comprehensive
Income are subsequently included in earnings in the periods in which earnings are affected by the hedged
item. The Company’s use of derivatives is generally limited to forward purchases of foreign currency to
manage exposure to the variability of cash flows, primarily related to|the foreign exchange rate risks inherent
in forecasted transactions denominated in foreign currency.

Reclassifications: Certain prior year information has been rec‘lassiﬁed to conform to the current year
presentation. The Company changed its classification of gains arild losses on the sale of property and
equipment, previously shown in non-operating income, to selling, general and administrative expenses for each
of the periods presented in the accompanying Consolidated Statements of Income. Amounts reclassified in
fiscal year 2005 and 2004 were gains of, in millions, $1.4 and $0.2, respectively. In fiscal year 2006, the
Company recognized, in millions, $2.3 of gains on the sale of property and equipment as selling, general and
administrative expenses.
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Tooling: The Company capitalizes the cost of tooling which it owns or which it has a noncancelable
right to use during a supply arrangement. As of June 30, 2006 and 2005, respectively, the Company had
$3.1 million and $3.0 million of Company-owned tooling costs capitalized, and $0.6 million and $0.8 million of
customer-owned tooling costs capitalized.

Stock-Based Compensation: As described in Note 8§ — Stock Compensation Plans of Notes to Consoli-
dated Financial Statements, the Company maintains stock-based employee compensation plans which allow
for the issuance of restricted stock, restricted share units, unrestricted share grants, incentive stock options,
nongualified stock options, performance shares, performance units and stock appreciation rights for grant to
officers and other key employees of the Company, and to members of the Board of Directors who are not
employees. Prior to fiscal year 2006, the Company accounted for the plans under the recognition and
measurement provisions of APB Opinion No. 25, Accounting for Stock Issued to Employees, and related
Interpretations (APB 25). Accordingly, because all stock options granted had an exercise price equal to the
market value of the underlying common stock on the date of the grant, no expense related to employee stock
options was recognized. However, expense related to other share-based awards such as restricted share units
and performance shares had been recognized in the income statement under APB 25. Effective July 1, 2005,
the Company adopted the fair value recognition provisions of FASB Statement No. 123(R), Share-Based
Payment (FAS 123(R)). Under the modified prospective method of adoption selected by the Company,
compensation expense related to stock options is recognized beginning in fiscal year 2006, but compensation
cost in fiscal years 2005 and 2004 related to stock options continues to be disclosed on a pro forma basis only.
Additionally, as of the effective date, the Company eliminated its balance of Deferred Stock-Based
Compensation, which represented unrecognized compensation cost for restricted share unit awards, and
reclassified it to Treasury Stock and Additional Paid-In Capital, in accordance with the modified prospective
transition method. Financial statements for prior periods have not been restated.

FAS 123(R) requires that forfeitures be estimated over the vesting period of an award, rather than being
recognized as a reduction of compensation expense when the forfeiture actually occurs. FAS 123(R) also
requires that liability awards be revalued to fair value, which, upon the adoption of FAS 123(R), had the
effect of a reduction of a liability for outstanding stock appreciation rights. The impact of the revaluation of
stock appreciation rights and the use of the estimated forfeiture method for prior periods have been presented
on the Consolidated Statements of Income as a Cumulative Effect of Change in Accounting Principle, as
required by FAS 123(R). The cumulative effect recorded in fiscal year 2006 totaled $0.3 million of income,
net of taxes. The earnings per share impact can be found in Note 15 — Earnings per Share of Notes to
Consolidated Financial Statements.

The Company’s stock-based compensation plans allow early vesting when an employee reaches retire-
ment age and ceases continuous service. Under FAS 123(R), awards granted after June 30, 2005 require
acceleration of compensation expense through an employee’s retirement age, whether or not the employee is
expected to cease continuous service on that date. For awards granted on or before June 30, 2005, the
Company accelerates compensation expense only in cases where a retirement eligible employee is expected to
cease continuous service prior to an award’s vesting date. If the new provisions of FAS 123(R) had been in
effect for awards prior to June 30, 2005, compensation expense including the pro forma effect of stock options,
net of tax, would have been $0.1 million, $0.4 million and $0.2 million higher during fiscal years 2006, 2005
and 2004, respectively.




The following table illustrates the effect on income from contin‘uing operations and eémings per share
from continuing operations if the Company had applied the fair value recognition provisions to stock-based
employee compensation in fiscal years 2005 and 2004.

Year Ended June 30

(Amounts in Thousands, Except for Per Share Data) 2005 2004
Income from Continuing Operations, as reported ............ \ ........... $21,101  $28,350
Add: Stock-based employee compensation expense included in reported net

income, net of related tax effects .. ...................... \\ ........... 1,200 615
Deduct: Total stock-based employee compensation expense dete‘rmined

under fair-value-based method for all awards, net of related tax effects . . . 1,687 1,548
Pro Forma Income from Continuing Operations ............. \ .......... $20,614  $27,417

Earnings Per Share:
As reported:
Basic Earnings Per Share from Continuing Operations:

Class A oottt e $ 055 § 073
Class B ... $ 0356 % 075
Diluted Earnings Per Share from Continuing Operations:
Class A ..ot $ 054 §$ 073
Class B .. ... $§ 055 § 075
Pro Forma:
Basic Earnings Per Share from Continuing Operations:
Class A ... el $ 054 §$ 071
Class B ... e $ 054 § 073
Diluted Earnings Per Share from Continuing Operations:
Class A ..o $ 053 $ 070
Class B ... $ 054 §$ 072

New Accounting Standards: In July 2006, the Financial Accoun‘ting Standards Board (FASB) issued
FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48), which clarifies the
accounting for uncertainty in tax positions. This Interpretation requires|financial statement recognition of the
impact of a tax position if a position is more likely than not of being sustained on audit, based on the technical
merits of the position. Additionally, FIN 48 provides guidance on measurement, derecognition, classification,
accounting in interim periods and disclosure requirements for uncertain tax positions. The provisions of
FIN 48 will be effective as of the beginning of the Company’s fiscal ye‘ar 2008, with the cumulative effect of
the change in accounting principle recorded as an adjustment to opening retained earnings. The Company is

currently evaluating the impact of FIN 48 on its financial position, results of operations and cash flows.
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In June 2006, the FASB ratified the Emerging Issues Task Force (EITF) consensus on Issue No. 06-3,
How Sales Taxes Collected From Customers and Remitted to Governmental Authorities Should Be
Presented in the Income Statement (That Is, Gross Versus Net Presentation). EITF 06-3 requires disclosure
of a company’s accounting policy regarding presentation of taxes, including any tax assessed by a governmen-
tal authority that is imposed concurrently on a specific revenue-producing transaction between a seller and a
customer. If taxes included in gross revenues are significant, a company should disclose the amount of such
taxes for each period for which an income statement is presented. EITF 06-3 will become effective for the
Company beginning in the third quarter of fiscal year 2007. The adoption of EITF 06-3 is not expected to have
a material effect on the Company’s financial position, results of operations or cash flows.

In February 2006, the FASB issued Statement of Financial Accounting Standard (SFAS) No. 155,
Accounting for Certain Hybrid Financial Instruments (FAS 155). FAS 155 permits the Company to elect to
measure any hybrid financial instrument at fair value (with changes in fair value recognized in earnings) if the
hybrid instrument contains an embedded derivative that would otherwise be required to be bifurcated and
accounted for separately under FAS 133, Accounting for Derivative Instruments and Hedging Activities.
FAS 155 will be effective for all instruments acquired, issued, or subject to a remeasurement event occurring
after the beginning of the Company’s fiscal year 2008, with earlier adoption permitted as of the beginning of
fiscal year 2007. The adoption of FAS 155 is not expected to have a material impact on the Company’s
financial position, results of operations or cash flows.

In February 2006, the FASB issued a FASB Staff Position (FSP), Classification of Options and Similar
Instruments Issued as Employee Compensation That Allow for Cash Settlement upon the Occurrence of a
Contingent Event (FSP FAS 123(R)-4). FSP FAS 123(R)-4 amends SFAS No. 123(R) and addresses the
classification of stock options and similar instruments issued as employee compensation. Instruments having
contingent cash settlement features are properly classified as equity if the cash settlement feature can be
exercised only upon the occurrence of a contingent event that is outside the employee’s control, and it is not
probable that the event will occur. If the contingent event becomes probable, the instrument shall be accounted
for as a liability. The Company’s stock compensation instruments contain a cash settlement option in the event
of a change in control, but the event and execution of the cash settlement is outside of the employee’s control,
and is not probable of occurring at this time. The Company classifies these instruments as equity. The FSP was
effective for the Company in the fourth quarter of fiscal year 2006. The adoption of FSP FAS 123(R)-4 did
not have a material impact on the Company’s financial position, results of operations or cash flows.

In December 2005, the FASB issued FSP Statement of Position (SOP) 94-6-1, Terms of Loan Products
That May Give Rise to a Concentration of Credit Risk. This FSP provides guidance on terms of loans that
may give rise to a concentration of credit risk, and disclosures and other accounting considerations required for
concentration of credit risks. The FSP was effective for the Company in the second quarter of fiscal year 2006.
The Company has provided disclosures related to concentration of credit risks. The adoption of this FSP did
not have a material impact on the Company’s financial position, results of operations or cash flows.

In November 2005, the FASB issued FSP FAS 115-1 and FAS 124-1, The Meaning of Other-Than-
Temporary Impairment and Its Application to Certain Investments. This FSP provides guidance on
determining if an investment is considered to be impaired, if the impairment is other-than-temporary, and the
measurement of impairment losses. It also includes accounting considerations subsequent to the recognition of
an other-than-temporary impairment and requires certain disclosures about unrealized losses that have not
been recognized as other-than-temporary impairments. The FSP was effective for the Company beginning in
the third quarter of fiscal year 2006. The Company was accounting for investments in accordance with this
guidance, and therefore, the adoption of this FSP did not have a material impact on the Company’s financial
position, results of operations or cash flows.

In October 2005, the FASB issued FSP FAS 123(R)-2, Practical Accommodation to the Application of
Grant Date as Defined in FASB Statement No. 123(R), which provides clarification of the concept of mutual
understanding between employer and employee with respect to the grant date of a share-based payment
award. This FSP provides that a mutual understanding of the key terms and conditions of an award shall be
presumed to exist at the date the award is approved in accordance with the relevant corporate governance
requirements if the recipient does not have the ability to negotiate the key terms and conditions of the award
and those key terms and conditions will be communicated to the individual recipient within a relatively short
time period from the date of approval. This guidance became effective for the Company in the second quarter
of fiscal year 2006. The adoption of this FSP did not have a material impact on the Company’s financial
position, results of operations or cash flows.
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In September 2005, the FASB ratified the EITF consensus jon Issue No. 04-13, Accounting for
Purchases and Sales of Inventory with the Same Counterparty (EITF|04-13). EITF 04-13 generally requires
exchanges of inventory within the same line of business to be recognized at the carrying value of the inventory
transferred, except in cases where finished goods inventory is cxchang‘ed for raw material or work-in-process
inventory. EITF 04-13 was effective for the Company beginning in thc: fourth quarter of fiscal year 2006. The
adoption of EITF 04-13 did not have a material effect on its financial position, results of operations or cash
flows.

In May 20035, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections (FAS 154),
which requires the direct effects of voluntary accounting principle clllanges to be retrospectively applied to
prior periods’ financial statements. The Statement does not change tpe transition provisions of any existing
accounting pronouncements, but would apply in the unusual instance that a pronouncement does not include
specific transition provisions. FAS 154 maintains existing guidancé with respect to accounting estimate
changes and corrections of errors. The Statement is effective for the Company beginning in fiscal year 2007.
Adoption is not expected to have a material impact on the Company’s| financial position, results of operations

or cash flows.

In March 2005, the FASB issued FASB Interpretation No. 47, Accounting for Conditional Asset
Retirement Obligations (FIN 47). FIN 47 provides guidance relating|to the identification and recognition of
legal obligations to perform an asset retirement activity. The Interpretation requires recognition of a liability
for the fair value of a conditional asset retirement obligation when incurred if the liability’s fair value can be
reasonably estimated. Uncertainty about the timing and/or method of settlement of a conditional asset
retirement obligation should be factored into the measurement of the liability when sufficient information
exists. This Interpretation also clarifies when an entity would have sufficient information to reasonably
estimate the fair value of an asset retirement obligation. The provisions of FIN 47 were adopted in the fourth
quarter of fiscal year 2006, and did not have a material impact on the Company’s financial position, results of
operations or cash flows for the current fiscal year period.

Note 2 Acquisitions and Dispositions
Acquisitions:
On April 3, 2006, the Company entered into an asset purchase agreement for the acquisition of the
Bridgend, Wales, UK manufacturing operation of Bayer Diagnostics Manufactunng Limited (“BDML”) and
its parent company, Bayer Healthcare, LLC, a member of the worldwide group of companies headed by Bayer

AG. The closing of the purchase was effective April 3, 2006. The operating results of this acquisition are
included in the Company’s consolidated financial statements beginning on the acquisition date.

The acquisition is included in the Company’s Electronic Contract Assemblies segment and will enable
the Company to capitalize on growth opportunities in the medical market within this segment. The BDML
workforce and their capabilities have added to the Company’s packag‘e of value that is offered to its medical
customers and is a step in the Company’s strategy to diversify its markets.

The Company paid BDML a sum of $31.5 million. Direct costs|of the acquisition totaled $0.5 million.
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The following table summarizes the assets acquired for the BDML acquisition. The building and land
were not part of the assets acquired. The Company is leasing a portion of the facility from a third party.
Liabilities prior to April 3, 2006 were excluded from the acquisition with the exception of accrued
compensation of, in thousands, $233. While not part of the liabilities of BDML, certain liabilities that meet
the criteria for recognition under EITF 95-3, Recognition of Liabilities in Connection with a Purchase
Business Combination, will be recognized and included in the allocation of the purchase price. The liabilities
to be recognized relate to involuntary terminations that are not yet finalized. The initial allocation included, in
thousands, $1,475 of these liabilities and involve non-production personnel. The purchase price allocation will
not be final until additional information related to involuntary terminations is finalized and therefore the table
below is a preliminary allocation.

(Amounts in Thousands) April 3, 2006

IOVeDtOTY . . o $28,829
Property and equipment .......... .. 2,031
SO WAL .o 633
Deferred Tax ASset ..ot 783
L 11 T O NP 63
GoodWill ... 1,337

Total assets acquired . .. .. .. ...t e $33,696
Current Labilities . .. ... o e 1,708

Net assets acquired ... ...ttt e $31,988

For tax purposes, the initial amount of goodwill recognized was, in thousands, $157 and will be fully
deductible. The difference between book and tax goodwill, net of deferred taxes, is due to the liabilities
recognized for book purposes under EITF 95-3 mentioned above and acquisition costs that are not part of the
purchase price allocation for tax purposes. The entire amount of goodwill was allocated to the Electronic
Contract Assemblies segment of the Company.

On May 5, 2006, the Company acquired a printed circuit board assembly operation in Longford, Ireland
from Magna Donnelly Electronics Longford Limited. Assets acquired were $3.4 million; liabilities assumed
were $3.5 million and the Company received $0.1 million in the acquisition. Direct costs of the acquisition
were $0.3 million. The acquisition resulted in $0.2 million of goodwill which was allocated to the Electronic
Contract Assemblies segment of the Company. There were no material purchased intangible assets included
in the acquisition. The operating results of this acquisition are included in the Company’s consolidated
financial statements beginning on the acquisition date. The purchase price allocation is not final.




The following unaudited pro forma consolidated results of operations have been prepared as if the

acquisitions of the two companies set forth above had occurred at the beginning of fiscal years 2006 and 2005.

The historical basis of one acquisition contains revenues and associated expenses of all production that

occurred at the location acquired but some of which are not bein‘g produced by the Company after the
acquisition. In addition, both of these acquisitions were manufacturing operations which were part of a much
larger entity that made the decision to outsource certain manufacturing processes previously done in-house.
Therefore, the historical results of these acquisitions were intercompany-based and may not have been
indicative of arms-length transactions. As a result, the unaudited pro} forma summary information presented
below is not indicative of the results that actually would have occurred if the acquisitions had been

consummated on the first day of the respective fiscal year, and is not intended to be a projection of future

results.
Year Ended June 30
(Unaudited)

(Amounts in Thousands, Except for Per Share Data) 2006 2005
Net Sales ...t $1,331,454  $1,261,551
Income from Continuing Operations . ..............covinilonn. 25,571 27,211
Net Income . ... o e e 18,754 22,698
Basic Earnings Per Share from Continuing Operations:

Class A ..o $ 066 $ 0.71

Class B ... e $ 067 $ 0.72
Diluted Earnings Per Share from Continuing Operations:

Class A oo $ 066 § 0.70

Class B .. .o e $ 067 § 0.71
Basic Earnings Per Share

Class A ... e L $ 048 § 0.59

CIASS B oo e oo . $ 049 § 060
Diluted Earnings Per Share

Class A . . e $ 048 § 0.58

CIASS B oo v oo e N § 049 $ 060

Preparation of the pro forma information above was based upon assumptions deemed appropriate by the
Company’s management and includes adjustments to reflect changes that resulted from contractual agree-
ments entered into as a part of the acquisitions.

Neither of the acquisitions was a significant subsidiary.

Dispositions:

In conjunction with the restructuring plan announced in the|first quarter of fiscal year 2006, on
November 30, 2005 the Company completed the sale of a forest products hardwood lumber business and on

October 14, 2005 completed the sale of a business unit which p‘roduced fixed-wall furniture systems.

Additionally on January 20, 2006, the Company sold a non-core busine“ss that manufactured polyurethane and
polyester molded components for use in the recreational vehicle, signage and residential furniture industries.
The operating results of these operations have been classified as di‘scontinued operations. The dispositions

were not significant subsidiaries, and accordingly pro forma financial statements have not been provided as an
exhibit.

Additional disclosures related to discontinued operations are |provided in Note 18 — Discontinued
Operations of Notes to Consolidated Financial Statements.
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Note 3 Inventories

Inventories are valued using the lower of last-in, first-out (LIFO) cost or market value for approximately
24% and 50% of consolidated inventories in 2006 and 2005, respectively, including approximately 83% and
86% of the Furniture and Cabinets segment inventories in 2006 and 2005, respectively. The Electronic
Contract Assemblies segment inventories and the remaining inventories in the Furniture and Cabinets
segment are valued using the lower of first-in, first-out (FIFO) cost or market value.

Had the FIFO method been used for all inventories, income from continuing operations would have been
$0.7 million lower in 2006, $1.1 million higher in 2005 and $0.3 million lower in 2004, and net income, which
includes the effect of discontinued operations, would have been $2.9 million lower in 2006, $0.4 million lower
in 2005 and $0.5 million higher in 2004. Additionally, inventories would have been, in millions, $16.3 and
$21.1 higher at June 30, 2006 and 2005, respectively, if the FIFO method had been used. Certain inventory
quantity reductions caused liquidations of LIFO inventory values, which increased income from continuing
operations by $1.3 million in 2006, an immaterial amount in 2005 and $0.1 million in 2004. LIFO liquidations
increased net income, which includes the effect of discontinued operations, by $3.6 million in 2006,
$2.9 million in 2005 and $0.1 million in 2004.

Inventory components at June 30 are as follows:

(Amounts in Thousands) 2006 2005
Finished products . . ... ... o $ 28416  $30,525
WOTK-IM-PrOCESS « . o v ottt et et ettt e et 10,577 13,969
Raw materials. ... ...t 70,486 43,037
Total INVEILOTY . . ..ot $109479  $87,531
Note 4 Property and Equipment
Major classes of property and equipment at June 30 consist of the following:
(Amounts in Thousands) 2006 2005
Land .. $ 5005 §$ 5324
Buildings and improvements . . . ........ .. i e 151,421 171,347
Machinery and equipment .......... .. . . i 314,184 345,864
ConstruCtion-IN-PrOZIESS . . ..ottt t ettt ittt e 7,689 10,158
Total ... R $ 478,299 . $ 532,693
Less: Accumulated depreciation. ............................. (327,177) (356,639)

Property and equipment, net....... .. ... ... i i $ 151,122 § 176,054




The useful lives used in computing depreciation are based on the Company’s estimate of the service life
of the classes of property, as follows:

Years
Buildings and improvements. . ........ ... . oo i 51050
Machinery and equipment ............ ... . .. il 2 to 20
Leasehold improvements. . ...t nniidinne... Lesser of Useful Life

or Term of Lease

Depreciation and amortization of property and equipment for continuing operations, including asset
write-downs associated with the Company’s restructuring plans, totaled, in millions, $31.2 for 2006, $31.3 for
2005 and $32.3 for 2004.

Note S Commitments and Contingent Liabilities

Leases:

Operating leases for continuing operations for certain office, showr‘oom manufacturing facilities, land and
equipment, which expire from fiscal year 2007 to 2056, contain provisions under which minimum annual lease
payments are, in millions, $4.7, $4.8, $4.7, $2.7 and $2.6 for the five years ended June 30, 2011, respectively,
and aggregate $12.2 million from fiscal year 2012 to the expiration of the leases in fiscal year 2056. The
Company is obligated under certain real estate leases to maintain the properties and pay real estate taxes.
Total rental expenses for continuing operations amounted to, in millions, $6.8, $7.8 and $7.5 in 2006, 2005 and

2004, respectively.

As of June 30, 2006 and 2005, the Company had, in millions, $1.2 and less than $0.1, respectively, of
capitalized leases for equipment. Future minimum annual lease payments excluding imputed interest are, in
millions, $0.4, $0.5 and $0.3 for each of the three years ending June 30,2009, respectively, and zero thereafter.

Guarantees:

As of June 30, 2006, the Company has guarantees issued which are contingent on the future performance
of another entity. The guarantees include customer lease financing with recourse whereby the Company may
become liable to a third-party leasing company if the customer defaﬁlts on their lease, guarantees of third-
party dealer facility leases and bank loans whereby the Company may become liable if the dealer defaults on a
lease or bank loan, and guarantees associated with subleases whereb;‘/ the Company may be responsible for
lease commitments if the sublessee defaults. At the inception of a ‘guarantee, the Company recognizes a
liability for obligations the Company may incur if specified triggering events or conditions occur. The liability

is recorded at fair value which is estimated based on various factors inc‘luding risk that the Company may have
to perform under a guarantee, and ability to recover against payments made on a guarantee. The maximum
potential liability and carrying amount recorded for these guarantees is immaterial to the Company’s financial

position.

Standby letters of credit are issued to third-party suppliers, lessors, insurance and financial institutions

and can only be drawn upon in the event of the Company’s failure to p:ay its obligations to the beneficiary. As

of June 30, 2006 and 2005, the Company had a maximum financial exposure from unused standby letters of
credit totaling $13.5 million and $3.9 million, respectively. The Comﬂany is not aware of circumstances that
would require it to perform under any of these arrangements and believes that the resolution of any claims that
might arise in the future, either individually or in the aggregate, would not materially affect the Company’s
financial statements. Accordingly, no liability has been recorded as of June 30, 2006 and 2005 with respect to
the standby letters of credit. The Company also enters into commercial letters of credit to facilitate payment

to vendors and from customers.
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Product Warranties:

The Company estimates product warranty liability at the time of sale based on historical repair cost
trends in conjunction with the length of the warranty offered. Management may refine the warranty liability in
cases where specific warranty issues become known.

Changes in the product warranty accrual during fiscal years 2006 and 2005 were as follows:

(Amounts in Thousands) 2006 2005
Product Warranty Liability at the beginning of the year.............. ... $3653 §3,578
Accrual for warranties issued ... ... ... 789 1,563
Accruals (reductions) related to pre-existing warranties (including changes

TN ESHMATES ) o vt vttt ettt e et et et e e (749) 378
Settlements made (in cashorinkind) ............ ... ... ... ... ...... (1,566)  (1,866)
Product Warranty Liability at the end of the year....................... $ 2,127 § 3,653

Note 6 Long-Term Debt and Credit Facility

Long-term debt consists of long-term notes payable and capitalized leases. Aggregate maturities of long-
term debt for the next five years are, in thousands, $427, $460, $344, $10 and $11, respectively, and aggregate
$300 thereafter. Interest rates range from 3.455% to 9.25%. Interest paid was immaterial in each of the three
years ended June 30, 2006. Based upon borrowing rates currently available to the Company, the fair value of
the Company’s debt approximates the carrying value.

The Company maintains a five year revolving credit facility which expires in May 2009 and provides for up to
$75 million in borrowings, with an option to increase the amount available for borrowing to $125 million at the
Company’s request, subject to participating banks’ consent. The Company uses this facility for acquisitions and
-general corporate purposes. A commitment fee is payable on the unused portion of the credit facility and was
immaterial to the Company’s operating results for fiscal years 2006, 2005 and 2004. Borrowings under the credit
agreement bear interest at a floating rate based, at the Company’s option, upon a London Interbank Offered Rate
(LIBOR) plus an applicable percentage or the greater of the federal funds rate plus an applicable percentage and
the prime rate. The Company is in compliance with debt covenants requiring it to maintain certain debt-to-total
capitalization, interest coverage ratio, minimum net worth, and other terms and conditions.

The Company also maintains a separate foreign credit facility which is backed by the $75 million
revolving credit facility. The separate foreign credit facility is reviewed annually for renewal, and will expire in
May 2007 if not renewed at that time. The interest rate applicable to borrowings in US dollars under the
separate foreign credit facility is charged at 0.75% per annum over the Singapore Interbank Money Market
Offered Rate (SIBOR). The interest rate on borrowings in Thai Baht under the separate foreign credit facility
is charged at the prevailing market rate which was 6.06% for the borrowings outstanding at June 30, 2006.

At June 30, 2006, the Company had $21.0 million of short-term borrowings outstanding under the
revolving credit facility and $2.1 million of short-term borrowings outstanding under the separate foreign
credit facility. The Company utilized a Euro currency borrowing on the revolving credit facility in order to
provide a natural currency hedge against Euro denominated intercompany notes between the US parent and
its Euro functional currency subsidiaries. The Company issued an additional $12.3 million in letters of credit
against the revolving credit facility, which reduces total availability to borrow to $39.6 million at June 30,
2006. At June 30, 2005, the Company had $2.2 million short-term borrowings outstanding under a separate
foreign facility which is backed by the $75 million revolving credit facility.

As of June 30, 2006 and 2005, the weighted average interest rates on the Company’s short-term
borrowings outstanding under the revolving credit facility and the separate foreign credit facility were 3.86%
and 4.78%, respectively. Interest paid was immaterial in each of the three fiscal years ended June 30, 2006.

Note 7 Retirement Plans

The Company has a trusteed defined contribution retirement plan in effect for substantially all domestic
employees meeting the eligibility requirements. The plan includes a 401 (k) feature, thereby permitting
participants to make additional voluntary contributions on a pre-tax basis. Payments by the Company to the
trusteed plan have a five year vesting schedule and are held for the sole benefit of participants.
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The Company maintains a supplemental employee retirement plan (SERP) for executive employees
which enable them to defer cash compensation on a pre-tax basis in excess of IRS limitations. The SERP is
structured as a rabbi trust and therefore assets in the SERP portfolio are subject to creditor claims in the event
of bankruptey.

Company contributions are based on a percent of net income with certain minimum and maximum limits
as determined by the Board of Directors. Total contributions to the retirement plans for 2006, 2005 and 2004
were approximately, in millions, $5.8, $1.3 and $2.0, respectively.

Employees of certain foreign subsidiaries are covered by local pension or retirement plans. Annual
expense and accumulated benefits of these foreign plans were not material to the consolidated financial
statements.

Note 8 Stock Compensation Plans

On August 19, 2003, the Board of Directors adopted the 2003 Stock Option and Incentive Plan (the
2003 Plan”), which was approved by the Company’s Share Owners (rm October 21, 2003. Under the 2003
Plan, 2,500,000 shares of Common Stock were reserved for restricted stc‘)ck, restricted share units, unrestricted
share grants, incentive stock options, nonqualified stock options, perfm}‘mance shares, performance units and
stock appreciation rights for grant to officers and other key employees of the Company, and to members of the
Board of Directors who are not employees. The 2003 Plan is a 10 ye“ar plan. The Company also has stock
options outstanding under two former stock incentive plans, which are described below. The pre-tax
compensation cost that was charged against income from continuin‘g operations for all of the plans was
$3.8 million in fiscal year 2006. The total income tax benefit f1:'0m continuing operations for stock
compensation arrangements was $1.5 million in fiscal year 2006. These|compensation expense and tax benefit
amounts exclude the impact of the Cumulative Effect of a Change in| Accounting Principle, as described in
Note 1 — Summary of Significant Accounting Policies of Notes to Consolidated Financial Statements. The

Company generally uses treasury shares to satisfy option exercises and share unit conversions.

Performance Shares

The Company awards performance shares to officers and other key employees under the 2003 Plan.
Under these awards, a number of shares will be granted to each participant based upon the attainment of the
applicable bonus percentage calculated under the Company’s profit sharing incentive bonus plan as applied to

a total potential share award made and approved by the Compensatio‘n Committee. Performance shares are

vested when issued shortly after the end of the fiscal year in which the performance measurement period is

complete and are issued as Class A and Class B common shares. Certdin outstanding performance shares are
applicable to performance measurement periods in future fiscal years and will be measured at fair value when
the performance targets are established in future fiscal years. The contractual life of performance shares
ranges from one to five years. If a participant is not employed by the ‘Company on the date of issuance, the
performance share award is forfeited, except in the case of death,| retirement at age 62 or older, total
permanent disability, or certain other circumstances described in the Company’s employment policy. A
portion of a participant’s performance shares may be forfeited due to a change in eligibility. Additionally, to

the extent performance conditions are not fully attained, performance|shares are forfeited.

A summary of performance share activity under the 2003 Plan during fiscal year 2006 is presented below:
Weighted Average

Number Grant Date

of Shares Fair Value
Performance shares outstanding at July 1,2005..............[. ... — $ —
GIANtEd . oo oo .. 512,969 12.24
Vested ..o e [ e — —
Forfeited ...\ s sl5) 12.24
Performance shares outstanding at June 30, 2006 ...~........ ‘ ... 467,354 $12.24
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As of June 30, 2006, there was approximately $3.3 million of unrecognized compensation cost related to
performance shares, based on the latest estimated attainment of performance goals. That cost is expected to be
recognized over a weighted average period of 3.9 vears. The fair value of performance shares is based on the
stock price at the date of award, reduced by the present value of dividends normally paid over the vesting
period which are not payable on outstanding performance share awards. No performance shares vested during
fiscal year 2006. The number of shares presented in the above table, the amounts of unrecognized
compensation and the weighted average period include performance shares awarded that are applicable to
future performance measurement periods and will be measured at fair value when the performance targets are
established in future fiscal years.

Restricted Share Units

Nonvested Restricted Share Units (RSU) awarded to officers and other key employees are currently
outstanding under the 2003 Plan. RSUs vest five years after the date of award. Upon vesting, the outstanding
number of RSUs and the value of dividends accumulated over the vesting period are converted to shares of
Class A and Class B common stock. If the employment of a holder of an RSU terminates before the RSU has
vested for any reason other than death, retirement at age 62 or older, total permanent disability, or certain
other circumstances described in the Company’s employment policy, the RSU will be forfeited.

A summary of RSU activity under the 2003 Plan during fiscal year 2006 is presented below:
Weighted Average

Number of Grant Date

Share Units Fair Value
Restricted Share Units outstanding at July 1, 2005 .............. 614,375 $15.77
Granted . ... . — —
Vested ..o e (1,875) 16.28
Forfeited . ...... ... i (79,600) 15.84
Restricted Share Units outstanding at June 30, 2006............. 532,900 $15.75

As of June 30, 2006, there was approximately $4.4 million of unrecognized compensation cost related to
nonvested RSU compensation arrangements awarded under the 2003 Plan. That cost is expected to be
recognized over a weighted average period of 3.1 years. The fair value of RSU awards is based on the stock
price at the date of award. The total fair value of RSU awards vested during fiscal year 2006 was, in thousands,
$31.

Unrestricted Share Grants

Under the 2003 Plan, unrestricted shares may be granted to participants as consideration for service to
the Company. Unrestricted share grants do not have vesting periods, holding periods, restrictions on sale or
other restrictions. The fair value of unrestricted shares is based on the stock price at the date of the award.
During fiscal year 2006, the Company granted a total of 18,501 unrestricted shares of Class B common stock
at an average grant date fair value of $11.22. These shares were issued to members of the Board of Directors as
compensation for director’s fees, as a result of directors’ elections to receive unrestricted shares in lieu of cash
payment.
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Stock Options
The Company has stock options outstanding under two former

stock incentive plans. The 1996 Stock
Incentive Program, which was approved by the Company’s Share Owners on October 22, 1996, allowed the
issuance of incentive stock options, nonqualified stock options, stock appreciation rights, and performance

d to members of the Board of Directors

share awards to officers and other key employees of the Company, an{

who are not employees. The 1996 Stock Incentive Program will continue to have options outstanding through
fiscal year 2013. The 1996 Directors’ Stock Compensation and Optio‘n Plan, available to all members of the
Board of Directors, was approved by the Company’s Share Owners on October 22, 1996. Under the terms of
that plan, Directors electing to receive all, or a portion, of their fees i in the form of Company stock were also
granted a number of stock options equal to 50% of the number of shares received for compensation of fees.
The Directors’ Stock Compensation and Option Plan will continue to|have options outstanding through fiscal

year 2009. No shares remain available for new grants under the Company’s prior stock option plans.

There were no stock optlon grants awarded during fiscal years 200‘6 and 2005. The fair value at the date of

the grant of options awarded in fiscal year 2004 was estimated using the Black-Scholes option pricing model
with the following weighted average assumptions: historical volatility of 49.5%; risk-free interest rates of 2.7%;
historical average dividend growth of 0.0%; and an estimated stock op‘tlon life of 3.5 years. The volatility and
dividend growth were based on historical trends and should not be construed as a guarantee of actual future
trends. Using these assumptions, the weighted average fair value at date of grant for options granted during the
year ended June 30, 2004 was $4.50 per option. Options granted under the plans generally are exercisable from
six months to five years after the date of grant and expire five to ten years after the date of grant. Stock options

are forfeited when employment terminates, except in the case of
permanent disability, or certain other circumstances described in the

The Company also has an immaterial number of stock appreciati

retirement at age 62 or older, death,
Company’s employment policy.

on rights outstanding under the former

1996 Stock Incentive Program. As valued by the Black-Scholes valuation model, these awards had no value as
of June 30, 2006.

A summary of stock option activity under the two former plans during fiscal year 2006 is presented below:

Weighted Weighted Aggregate
Average Average Intrinsic
Number of Exerclse Remaining Value
Shares Prlce Contractual Life (In Millions)
Options outstanding at July 1, 2005 ... ... 2,317,400 $15.84
Granted ......... ... ... ... .. ... — l‘—
Exercised ............... ... ... ...... (54,719) 15.46
Forfeited . ... (285,040) 1567
Expired........ ... .. ... ... (257,833) 16.3‘6
Options outstanding at June 30, 2006. . . .. 1,719,808  $15.81 5.0 years $6.8
Options exercisable at June 30, 2006 . . ... 1,130,564  $16.19 4.2 years $4.0

The total intrinsic value of options exercised during fiscal year
existing shares held by employees was used to exercise stock options.
tax deductions from option exercises totaled $0.1 million for fiscal ye

Note 9 Income Taxes

Deferred income taxes reflect the net tax effect of temporary diffe
assets and liabilities for financial reporting purposes and the amounts
tax benefits net of valuation allowance associated with net operating los

fiscal year 2013 to 2025. Income tax benefits net of valuation allg

carryforwards of, in thousands, $423, expire from fiscal year 2010 to 20
of June 30, 2006 and 2005 for deferred tax assets relating to certain fo
certain state tax abatement programs. The valuation allowance of, in

2006 was $0.2 million. The value of
The actual tax benefit realized for the
ar 2006.

rences between the carrying amounts of
used for income tax purposes. Income
ses of, in thousands, $1,521 expire from
wance associated with net tax credit
20. A valuation reserve was provided as
reign and state net operating losses and
thousands, $3,856 at June 30, 2006 is

made up of, in thousands, $1,099 of foreign and state net operating loss carryforwards and $2,757 of state tax
credit carryforwards that the Company currently believes are more hkely than not to remain unrealized in the

future.
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The components of the deferred tax assets and liabilities as of June 30, 2006 and 2005, were as follows:

(Amounts in Thousands) 2006 2005
Deferred Tax Assets:
Receivables .. ..o $ 2,092 § 1,680
6L (1707 PP 2,433 492
Employee benefits . ... ... . . 3,431 3,815
Deferred compensation . ..........oviriiii i 8,326 5,701
Restricted share units . .......... .. i 1,320 595
Other current liabilities ......... .. ... . ... . 1,364 1,861
Warranty teserve .. ...ttt 848 1,457
Credit carryforwards . ........ ... 3,180 3,296
ReStructuring .. ... .ot e e e e 221 —
Goodwill ... . 583 697
Charitable contribution carryforward . .......... ... . ... . ... ... 1,317 2,760
Net operating loss carryforward .. ........ ... .. ... . o, 2,620 2,739
Miscellaneous . . .. ..o 1,429 1,192
Valuation AHOWAICE .. .. ... e (3,856) (3,429)
TOtal ASSEL. o\ vttt $25,308  $22,856
Deferred Tax Liabilities:
Property & equipment .. ...t $13,247  $19,172
Capitalized software. . ... ... i 820 2,319
Miscellaneous . . ... e 437 739
Total Hability ... ... e $14,504  $22,230

The components of income from continuing operations before taxes on income are as follows:
Year Ended June 30

(Amounts in Thousands) 2006 2005 2004
United States. . ... ... it i $19,820  $10,099  $25,053
Foreign .. ... . 8,092 16,360 15,873

Total income from continuing operations before income taxes
ON INCOIMIE .o\ttt ettt e e $27912  $26,459  $40,926




The provision for income taxes for continuing operations is composed of the following items:

(Amounts in Thousands)

Currently Payable:
Federal
Foreign
State

Total current
Deferred Taxes:
Federal
Foreign
State

Total deferred

Total provision for income taxes for continuing operations

Year Ended June 30

2006 2005 2004
$ 12,851 $ 1,782 §$ 3,022
1,262 3,739 4213
2,507 435 1,951
16,620 5,956 9,186
(8,790) 362 3,085
(202)  (1,393) 619
(1,895) 433 (314)
(10,887)  (598) 3,390
$ 5733 $ 5358 $12,576

A reconciliation of the statutory U.S. income tax rate for continuing operations to the Company’s

effective income tax rate follows:

Year Ended June 30

2006 2008 2004

(Amounts in Thousands) Amount % Amount % Amount %
Tax computed at U.S. statutory rate .. .......... $ 9,769 35.0% $ 9,261 35.0% $14,324  35.0%
State income taxes, net of federal income tax

benefit ........ ... ... .. . 457 1.6 565 2.1 1,063 2.6
Foreign tax effect............................ (1,773) (6.4)  (3,380) (12.7) (723) (1.8)
Tax-exempt interest income ................... (651) (2.3§ (420) (l1.6) (320) (0.8)
Domestic manufacturing deduction ............. (347) (1.2; — — — —
Donation of appreciated assets ................. — — (23) (0.1) (796) (1.9)
Research credit........... ... .ot ouin. (500) (1.8 (265) (1.0) (948) (2.3)
Other—mnet ...t 332 1.2 (380) (1.4) (24) (0.1)
Resolution of IRS audit ...................... (1,554) (5.6] — — - -

Total provision for income taxes for continuing

OPETAtiONS ..ot e iere s iinanrees $ 5,733 20.5% $ 5,358 20.3% $12,576 30.7%

Cash payments for income taxes, net of refunds, were in thousan
2005 and 2004, respectively.
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Note 10 Common Stock

On a fiscal year basis, shares of Class B Common Stock are entitled to an additional $0.02 per share
dividend more than the dividends paid on Class A Common Stock, provided that dividends are paid on the
Company’s Class A Common Stock. The owners of both Class A and Class B Common Stock are entitled to
share pro-rata, irrespective of class, in the distribution of the Company’s available assets upon dissolution.

Owners of Class B Common Stock are entitled to elect, as a class, one member of the Company’s Board
of Directors. In addition, owners of Class B Common Stock are entitled to full voting powers, as a class, with
respect to any consolidation, merger, sale, lease, exchange, mortgage, pledge, or other disposition of all or
substantially all of the Company’s fixed assets, or dissolution of the Company. Otherwise, except as provided
by statute with respect to certain amendments to the Articles of Incorporation, the owners of Class B
Common Stock have no voting rights, and the entire voting power is vested in the Class A Common Stock,
which has one vote per share. The Habig families own directly or share voting power in excess of 50% of the
Class A Common Stock of Kimball International, Inc. The owner of a share of Class A Common Stock may,
at their option, convert such share into one share of Class B Common Stock at any time.

If any dividends are not paid on shares of the Company’s Class B Common Stock for a period of thirty-six
consecutive months, or if at any time the number of shares of Class A Common Stock issued and outstanding
is less than 15% of the total number of issued and outstanding shares of both Class A and Class B Common
Stock, then all shares of Class B Common Stock shall automatically have the same rights and privileges as the
Class A Common Stock, with full and equal voting rights and with equal rights to receive dividends as and if
declared by the Board of Directors.

Note 11 Derivative Instruments

The Company operates internationally and is therefore exposed to foreign currency exchange rate
fluctuations in the normal course of its business. As part of its risk management strategy, the Company uses
derivative instruments to hedge certain foreign currency exposures. Before acquiring a derivative instrument to
hedge a specific risk, potential natural hedges are evaluated. Derivative instruments are only utilized to
manage underlying exposures that arise from the Company’s business operations and are not used for
speculative purposes. Factors considered in the decision to hedge an underlying market exposure include the
materiality of the risk, the volatility of the market, the duration of the hedge, the degree to which the
underlying exposure is committed to, and the availability, effectiveness and cost of derivative instruments.

The Company uses forward contracts designated as cash flow hedges to protect against foreign currency
exchange rate risks inherent in forecasted transactions denominated in a foreign currency. The maximum
length of time the Company had hedged its exposure to the variability in future cash flows was 12 months and
7 months as of June 30, 2006 and 2005, respectively. For derivative instruments that meet the criteria of
SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended and inter-
preted, the effective portions of the gain or loss on the derivative instrument are initially recorded net of
related tax effect in Accumulated Other Comprehensive Income, a component of Share Owners’ Equity, and
are subsequently reclassified into earnings in the period during which the hedged transaction is recognized in
earnings. The ineffective portion of the gain or loss is reported in other income or expense immediately.

The fair value of derivative financial instruments recorded on the balance sheet as of June 30, 2006 and
2005 was, in thousands, $77 and $123, recorded in other current assets, and $881 and $261 recorded in other
current liabilities, respectively. Derivative gains (losses), on a pre-tax basis, were, in thousands, ($405),
$3,022, and ($68), in fiscal year 2006, 2005, and 2004, respectively. Derivative gains and losses are reported in
the Non-Operating Income line of the Consolidated Statements of Income, and the Net Income line of the
Consolidated Statements of Cash Flows. The Company estimates that, in thousands, $527 of pre-tax
derivative losses deferred in Accumulated Other Comprehensive Income will be reclassified into earnings,
along with the earnings effects of related forecasted transactions, within the next fiscal year ending June 30,
2007.
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Note 12 Short-Term Investments

The Company’s short-term investment portfolio consists of aivailable-for-sale securities, primarily
government and municipal obligations and auction rate securities. The?e securities are reported at fair value,
which is estimated based upon the quoted market values of those, or similar instruments. Carrying costs reflect

the original purchase price, with discounts and premiums amortized over the life of the security. Government

and municipal obligations mature within a five year period. Auction r:ate securities have interest rate resets
through a modified Dutch auction, at predetermined short-term inter\"als which provides the Company the
option to liquidate its holdings or roll its investments over to the next reset period.

June 30
(Amounts in Thousands) 2006 2005
Carrying CoSt . ..ottt $107,294  $60,458
Unrealizedholdinggains......‘..............‘.............~ ........ -0- 46
Unrealizedholdinglosses......‘....................,......‘ ........ 427) (197)
Other-than-temporary impairment .. ... ....... ... oo, l ........ (21) (37)

Fair Value ... ... o e $106,846  $60,270

As of June 30, 2006, 44 investments were in an unrealized loss position and the unrealized loss
approximated 1.5% of their fair value. The duration of the unrealized loss positions ranges from one to
27 months. The Company has the ability to hold these investments and expects unrealized losses to be
recoverable, and therefore, the Company does not consider these investments to be other-than-temporarily
impaired. In reaching the conclusion that investments are not impaired, the Company considered the severity
of loss, the credit quality of the instrument in relation to its yield, and the fact that the value of the debt

investments is driven by interest rate fluctuations.

The fair value and unrealized loss for investments which have been in a continuous unrealized loss
position for less than 12 months total, in thousands, $11,962 and ($114),lrespectively, as of June 30, 2006. The
fair value and unrealized loss for investments which have been in a continuous unrealized loss position for
12 months or longer total, in thousands, $15,705 and ($313), respectivel\wy, as of June 30, 2006. The fair value
and unrealized loss for investments which were in a continuous unrealize(Ei loss position for less than 12 months
total, in thousands, $17,718 and ($119), respectively, as of June 30, ZOQS. The fair value and unrealized loss
for investments which were in a continuous unrealized loss position for 12 months or longer total, in thousands,

$4,673 and ($78), respectively, as of June 30, 2005.

Proceeds from sales of available-for-sale securities were, in thousan\ds, $13,285, $19,384 and $31,513 for
the years ended June 30, 2006, 2005, and 2004, respectively. Gross realized gains and (losses) on the sale of
available-for-sale securities at June 30, 2006 were, in thousands, $2 and ($91) respectively, compared to gross
realized gains and (losses) of, in thousands, $139 and ($41) respectively, at June 30, 2005 and $337 and
($24) respectively, at June 30, 2004, The cost was determined on each |individual security in computing the

realized gains and losses.
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The Company maintains a self-directed supplemental employee retirement plan (SERP) for executive
employees. The SERP is structured as a rabbi trust and therefore assets in the SERP portfolio are subject to
creditor claims in the event of bankruptcy. The Company recognizes SERP investment assets on the balance
sheet at current fair value. A SERP liability of the same amount is recorded on the balance sheet representing
the Company’s obligation to distribute SERP funds to participants. The SERP investment assets are classified
as trading, and accordingly, realized and unrealized gains and losses are recognized in income. Adjustments
made to revalue the SERP liability are also recognized in income and exactly offset valuation adjustments on
SERP investment assets. The change in net unrealized holding gains and losses at June 30, 2006, 2005 and
2004 was, in thousands, $1,720, $1,250 and $826, respectively. SERP asset and liability balances were as
follows:

June 30
(Amounts in Thousands) 2006 2005
SERP investment — CUIrent asset . . ..o ee ettt e $ 2429 § 381
SERP investment — other long-term asset. . ............ . oo, 8,714 9,136
Total SERP INVEStMENT . . . oottt et e et et e e et $11,143  $9,517
SERP obligation — current liability. . ....... . ... .. $ 2429 § 381
SERP obligation — other long-term lability ............. ... .. ... .. .... 8,714 9,136
Total SERP obligation . .... .. ...t $11,143  $9,517

Note 13 Accrued Expenses

Accrued expenses consisted of:

June 30
(Amounts in Thousands) 2006 2005
T aXES . o i $ 3,181 $ 4,782
COMPENSALION « . o vt ettt e e e e e 32,357 22,978
Retirement plan ... ... .. . e e 5,551 1,225
InsSurance. . ... . e e 8,323 9,250
Other eXPenSeS .o .\ ot e e e 16,456 14,465

Total accrued eXPensSes ... oottt $65,868  $52,700

Note 14 Segment and Geographic Area Information

Management organizes the Company into segments based upon differences in products and services
offered in each segment. The segments and their principal products and services are as follows:

The Furniture and Cabinets segment provides furniture for the office and hospitality industries, sold
under the Company’s family of brand names. The Furniture and Cabinets segment also provides engineering
and manufacturing services which utilize common production and support capabilities on a contract basis to
customers primarily in the residential furniture and cabinets industry. Intersegment sales are insignificant.




The Electronic Contract Assemblies segment provides engineer‘iing and manufacturing services which
utilize common production and support capabilities to a variety of industries globally. The Company’s focus is
on electronic assemblies that have high durability requirements and are sold on a contract basis and produced
to customers’ specifications. The Company currently sells primarily to |customers in the automotive, industrial
controls and medical industries. Intersegment sales are insignificant, Included in the Electronic Contract
Assemblies segment are sales to two major customers. Sales to TRW Automotive, Inc., totaled in millions,
$135.6, $129.7 and $162.2 in fiscal years 2006, 2005 and 2004, respectively, representing 12%, 12% and 15% of
consolidated net sales, respectively, for such periods. Sales to Bayer AG entities under common control,
including Bayer Diagnostics Manufacturing Limited, totaled, in million‘s, $66.4, $16.7 and $24.3 in fiscal years
2006, 2005 and 2004, respectively, representing 6%, 2% and 2% of consolidated net sales, respectively, for such
periods. The increase in sales to Bayer AG in fiscal year 2006 was related to the Company’s acquisition of

Bayer’s Bridgend Wales, UK manufacturing operation in the fourth q‘marter.

The accounting policies of the segments are the same as thosc‘: described in Note I — Summary of
Significant Accounting Policies of Notes to Consolidated Financial Statements with additional explanation of
segment allocations as follows. Corporate operating costs are allocated [to the segments based on the extent to
which each segment uses a centralized function, where practicable. Hov‘vcver, certain common costs have been
allocated among segments less precisely than would be required for star‘ld alone financial information prepared
in accordance with accounting principles generally accepted in the United States of America. Unallocated
corporate assets include cash and cash equivalents, short-term investments and other assets not allocated to
segments. Unallocated corporate income from continuing operations consists of income not allocated to
segments for purposes of evaluating segment performance and includes income from corporate investments

and other non-operational items.

The Company evaluates segment performance based upon several financial measures, although the two
most common include economic profit, which incorporates a segment’s cost of capital when evaluating
financial performance, and income from continuing operations. Income [from continuing operations is reported
for each segment as it is the measure most consistent with the measurement principles used in the Company’s
consolidated financial statements.

Income statement amounts presented are from continuing operations.

|
At or For the Year Ended June 30, 2006

Furniture Electronic Unallocated

and Contract Corporate and
(Amounts in Thousands) Cabinets Assemblies Eliminations Consolidated
Net Sales. . oo vveeereeeeeeeeeeannn, $645621 496706  § 254  $1,142,581
Depreciation and Amortization............ 19,300 18,117 — 37417
Interest Income ........................ — (—— 4,592 4,592
Interest Expense . .. ..................... — ?17 32 249
Provision (Benefit) for Income Taxes ... ... 5,877 221 (365) 5,733
Income from Continuing Operations'” .. ... 10,705 6,4“156 5,018 22,179
Total Assets . ........... i, 228,017 324,2‘84 126,720 679,021
Goodwill ......... ... .. .. 1,733 1,?53 — 3,286
Capital Expenditures .................... 9,607 19,919 — 29,526
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(1)

(2)

(3)

At or For the Year Ended June 30, 2005

Furniture Electronic Unallocated

and Contract Corporate and
(Amounts in Thousands) Cabinets Assemblies Eliminations Consolidated
NetSales...........cc .. $612,579  $439,696 $ 872 $1,053,147
Depreciation and Amortization........ SRR 21,950 18,268 — 40,218
Interest Income ........................ — — 2,105 2,105
Interest Expense .. ...... ... ... ... .... 12 43 108 163
Provision for Income Taxes............... 3,540 1,090 728 5,358
Income from Continuing Operations'® .. ... 7,089 10,753 3,259 21,101
Total ASSEtS ..ot 301,827 207,068 91,645 600,540
Goodwill .......... ... ... .. .. 2,166 —_— — 2,166
Capital Expenditures .................... 17,405 10,722 — 28,127

At or For the Year Ended June 30, 2004
Furniture Electronic Unallocated

and Contract Corporate and
(Amounts in Thousands) Cabinets Assemblies Eliminations Consolidated
NetSales. ... $613,048  $439,309 $1,136 $1,053,493
Depreciation and Amortization............ 23,775 15,837 — 39,612
Interest Income ........ ... . ... ... ... ... —_ — 1,393 1,393
Interest Expense .. ....... ... ... ... 57 7 350 414
Provision (Benefit) for Income Taxes...... 4,114 8,505 (43) 12,576
Income from Continuing Operations(” ..... 7,083 18,365 2,902 28,350
Total Assets . ....... .. .. .. i 334,111 200,287 79,671 614,069
Goodwill ... ... ... 2,166 — — 2,166
Capital Expenditures .................... 14,399 22,746 — 37,145

Includes consolidated after-tax restructuring charges of $6.0 million in fiscal year 2006. On a segment
basis, the Furniture and Cabinets segment recorded a $5.5 million restructuring charge, and the
Electronic Contract Assemblies segment recorded a $0.5 million restructuring charge. See Note 17 —
Restructuring Expense of Notes to Consolidated Financial Statements for further discussion. Also
includes $1.3 million of after-tax income received as part of a Polish offset credit program for investments
made in our Poland operations within the Electronic Contract Assemblies segment.

Includes consolidated after-tax restructuring charges of $0.3 million in fiscal year 2005 primarily within
the Furniture and Cabinets segment. See Note /7 — Restructuring Expense of Notes to Consolidated
Financial Statements for further discussion.

Includes consolidated after-tax restructuring charges of $0.9 million in fiscal year 2004. On a segment
basis, the Furniture and Cabinets segment recorded a $0.8 million restructuring charge, and Unallocated
Corporate recorded a $0.1 million restructuring charge. See Note 17 — Restructuring Expense of Notes
to Consolidated Financial Statements for further discussion. Also includes $1.3 million of after-tax
income received as part of a Polish offset credit program for investments made in our Poland operations
within the Electronic Contract Assemblies segment.




Sales by Product Line

The Furniture and Cabinets segment produces and sells a variety of similar products and services. Net
sales to external customers by product line within the Furniture and Cabinets segment were as follows:
Year Ended June 30

{(Amounts in Thousands) 2006 2005 2004
Net Sales:
Furniture and Cabinets
Branded Furniture. ......... ... .. i $573,758  $512,801  $502,121
Contract Private Label Products . ...................... 71,863 99,778 110,927
Total oo $645,621  $612,579  $613,048

Geographic Area

The following geographic area data includes net sales based on pro‘duct shipment destination and long-
lived assets based on physical location. Long-lived assets include property and equipment and other long-term
assets such as software.

At/ or For the Year Ended June 30

(Amounts in Thousands) 2006 2005 2004
Net Sales:
United States ...t $ 918,4‘142 $ 885,585 $ 943,144
Foreign ...t 224,139 167,562 110,349
\
Total metsales .......... ... $1,142,581  $1,053,147  $1,053,493
Long-Lived Assets:
United States ...t $ 157,7‘39 $ 203,541 $ 213,331
Foreign ... ... ... . i 36,143 30,850 48,221
Total long-lived assets ......................... $ 193,é82 $ 234391 §$ 261,552
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Note 15 Earnings Per Share

Earnings per share are computed using the two-class common stock method due to the dividend preference of Class B
Common Stock. Basic earnings per share are based on the weighted average number of shares outstanding during the
period. Diluted eamnings per share are based on the weighted average number of shares outstanding plus the assumed
issuance of common shares and related payment of assumed dividends for all potentially dilutive securities. Earnings per
share of Class A and Class B Common Stock are as follows:

EARNINGS PER SHARE FROM CONTINUING OPERATIONS
Year Ended June 30, 2006 Year Ended June 30, 2005 Year Ended June 30, 2004
Class A Class B Total Class A Class B Total ClassA ClassB  Total

{Amounts in Thousands, Except for Per Share

Data)

Basic Earnings Per Share from Continuing
Operations:
Dividends Declared .................. $ 8,330 816,071 $24,401 § 8,628 $15799 $24,427 § 8,556 $15,658 $24,214
Undistributed Earnings (Loss) ......... (768) (1,454) (2,222) (1,184) (2,142) (3,326) 1,487 2,649 4,136
Income from Continuing Operations .... $ 7,562 $14,617 $22,179 $ 7,444 $13,657 $21,101 $10,043 $18,307 $28,350
Average Basic Shares Outstanding .. .. .. 13,195 25,002 38,197 13,576 24,565 38,141 13,696 24,405 38,101
Basic Earnings Per Share from

Continuing Operations . ............. $§ 057 § 0538 $ 055 § 056 $ 073 § 0.5

Diluted Earnings Per Share from
Continuing Operations:

Dividends Declared and Assumed

Dividends on Dilutive Shares ........ $ 8,411 316,077 $24,488 § 8,628 $15.835 $24,463 $ 8556 $15,686 $24,242
Undistributed Earnings (Loss) ......... (804) (1,505) (2,309) (1,202) (2,160) (3,362) 1,481 2,627 4,108
Income from Continuing Operations .... $ 7,607 $14,572 $22,179 § 7,426 $13,675 $21,101 $10,037 $18,313 $28,350
Average Diluted Shares Outstanding . ... 13,360 25,024 38,384 13,711 24,648 38359 13,807 24,500 38,307
Diluted Earnings Per Share from

Continuing Operations .............. $ 057 8§ 058 $§ 0354 § 055 $ 073 $§ 075

Reconciliation of Basic and Diluted EPS
from Continuing Operations

Calculations:
Income from Continuing Operations

Used for Basic EPS Calculation. .. ... $ 7,562 $14,617 $22,179 §$ 7,444 $13,657 821,101 $10,043 $18,307 $28,350
Assumed Dividends Payable on Dilutive

Shares:

Stock options. .......... ...l — — — — — — — 13. 13

Performance share awards ........... 81 6 87 — 36 36 — 15 15
Reduction of Undistributed Earnings —

allocated based on Class A and

Class Bshares..................... (36) (51) (87) (18) (18) (36) (6) (22) (28)
Income from Continuing Operations

Used for Diluted EPS Calculation .... $ 7,607 $14,572 $22,179 $ 7,426 $13,675 $21,101 $10,037 $18,313 $28,350
Average Shares Qutstanding for Basic

EPS Caleulation . .................. 13,195 25002 38,197 13,576 24,565 38,141 13,696 24405 38,101
Dilutive Effect of Average Outstanding:

Stock options. . ..... ..., — — — — — — — 21 21

Performance share awards . .......... 131 10 141 — 57 57 — 24 24

Restricted share units............... 34 12 46 135 26 161 111 50 161

Average Shares Outstanding for Diluted
EPS Calculation ................... 13,360 25,024 38,384 13,711 24,648 38,359 13,807 24,500 38,307




EARNINGS (LOSS) PER SHARE FROM DISCONTINUED OPFMTIONS

Year Ended Year Ended Year Ended
June 30, 2006 June 30, 2005 June 30, 2004

Basic:
Class A ..o $(0.19) $(0.12) $(0.17)
Class B. ... . e $(0.13) $(0.12) $(0.17)
Diluted:
Class A ..o e $(0.19) $(0.12) $(0.18)
Class B. .. ... $(0.19) $(0.11) $(0.18)

EARNINGS PER SHARE FROM CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING

PRINCIPLE
Year Ended Year Ended Year Ended

June 30, 2006 June 30, 2005 June 30, 2004

Basic:
Class A o $ 0.0}1 $ 0.00 $ 0.00
Class B. ... $ 0.01 $ 0.00 $ 0.00
Diluted:
Class A ... $ O.QI $ 0.00 $ 0.00
Class B. .. oo $ 0.01 $ 0.00 $ 0.00

EARNINGS PER SHARE (INCLUDING DISCONTINUED OPERATIONS AND CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE)
Year Ended June 30, 2006 Year Ended|June 30, 2005 Year Ended June 30, 2004
ClassA  Class B Total Class A Class B Total Class A Class B Total

(Amounts in Thousands, Except
for Per Share Data)

Basic Earnings Per Share:

Dividends Declared .......... $ 8,330 $16,071 $24,401 $ 8,628 $15,799 $24,427 § 8,556 $15,658 §$24,214
Undistributed Earnings (Loss)  (3,123) (5.916) (9,039) (2,790) (5,049) (7.839)  (909) (1,620) (2,529)
Net Income............... $ 5,207 $10,155 $15,362 $ 5838 $10,750 $16,588 § 7,647 $14,038 $21,685
Average Basic Shares
OQutstanding. . ............. 13,195 25,002 38,197 13,576 24,565 38,141 13,696 24,405 38,101
Basic Earnings Per Share ... $§ 039 § 0.41 $ 043 § 044 $ 056 § 0.8

Diluted Earnings Per Share:

Dividends Declared and
Assumed Dividends on

Dilutive Shares . ........... $ 8,411 $16,077 $24,488 $ 8,628 $15,835 $24,463 § 8,556 $15,686 $24,242
Undistributed Earnings (Loss) (3,176) (5,950) (9,126) (2,815) (1‘5,060) (7,875)  (922) (1,635) (2,557)

Net Income............... $ 5,235 $10,127 $15362 $ 5813 $1b,775 $16,588 § 7,634 $14,051 $21,685
Average Diluted Shares

Outstanding. .. ............ 13,360 25,024 38,384 13,711 24,648 38,359 13,807 24,500 38,307

Diluted Earnings Per Share  $ 0.39 $ 0.40 $ 042 $| 044 $ 055 % 057

Included in dividends declared for the basic and diluted earnings per share computation are dividends
computed and accrued on unvested Class A and Class B restrictec‘l share units, which will be paid by a
conversion to the equivalent value of common shares after a vesting jperiod.

In fiscal year 2006, all 1,944,000 stock options outstanding were antidilutive and were excluded from the
dilutive calculation. In fiscal year 2005, all 2,435,000 stock options [outstanding were antidilutive and were
excluded from the dilutive calculation. In fiscal year 2004, 1,082,000 out of 2,738,000 stock options

outstanding were antidilutive and were excluded from the dilutive carlculation.
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Note 16 Comprehensive Income

Comprehensive income includes all changes in equity during a period except those resulting from
investments by, and distributions to, Share Owners. Comprehensive income consists of net income and other
comprehensive income, which includes the net change in unrealized gains and losses on securities, foreign
currency translation adjustments, and the net change in derivative gains and losses. The Company has elected
to disclose comprehensive income in the Consolidated Statements of Share Owners’ Equity. Accumulated
balances of other comprehensive income are as follows:

Accumulated Other Comprehensive Income

Foreign Net Change in Accumulated
Currency Unrealized Gains Net Change in Other
Translation and Losses on Derivative Comprehensive
(Amounts in Thousands) Adjustments Securities” Gains/Losses'? Income
Balance at June 30, 2003 ......... $1,062 $ 552 $(331) $1,283
Current year change ............. 58 (564) 845 339
Balance at June 30, 2004......... $1,120 $ (12) $ 514 $1,622
Current year change ............. (5) (79) (637) (721)
Balance at June 30, 2005......... $1,115 $ 9D $(123) $ 901
Current year change ............. 468 (166) (317) (15)
Balance at June 30,2006......... $1,583 $(257) $(440) $ 886
(1) Net of tax benefit, in thousands, of ($110), ($53) and ($304) for fiscal year 2006, 2005 and 2004,

respectively.
(2) Net of tax expense/ (benefit), in thousands, of ($54), ($154) and $274 for fiscal year 2006, 2005 and
2004, respectively.

Note 17 Restructuring Expense

As a result of excess capacity in North America, during the third quarter of fiscal year 2006 the Company
approved a restructuring plan within the Electronic Contract Assemblies segment to exit a manufacturing
facility located in Northern Indiana. As part of this restructuring plan, the production for select programs will
be transferred to other locations within this segment. Operations at this facility are scheduled to cease in the
Company’s first quarter of fiscal year 2007. The Company estimates total pre-tax restructuring charges related
to this plan will be approximately $1.6 million, consisting of $0.7 million of employee severance cost, asset
impairment of $0.1 million, acceleration of software amortization of $0.3 million, acceleration of plant,
property and equipment depreciation of $0.2 million and other restructuring costs of $0.3 million.

68




During the first quarter of fiscal year 2006, the Company announced a plan to sharpen its focus on
primary markets within the Furniture and Cabinets segment. Actions under the plan include consolidation of
administrative, marketing and business development functions to better serve the segment’s primary markets.
To simplify and standardize the business processes, a portion of the Company’s Enterprise Resource Planning
(ERP) software is being redesigned during approximately the next tW(}) years and accelerated amortization
costs will be recognized during this period. During the first quarter of fiscal year 2006, capitalized software
costs related to the ERP software that was not yet placed in service| were abandoned and recognized as
impaired. Restructuring charges related to ERP software impairment, accelerated amortization and employee
severance are recorded on the Restructuring Expense line item of the Company’s Consolidated Statements of
Income. The plan also included the sale of a forest products hardwood‘lumber business and a business unit
which produced fixed-wall furniture systems. Losses on the sale of these business units are presented on the
Discontinued Operations line item on the Company’s Consolidated Statements of Income. See Note 18 —
Discontinued Operations of Notes to Consolidated Financial Statements for further discussion of these
discontinued operations. The Company estimates total pre-tax charges‘undcr the plan to be approximately
$17.4 million, including the pre-tax loss on the sale of business operations of $10.3 million which was recorded
as discontinued operations, and restructuring charges for software impaifment of $3.5 million, acceleration of
software amortization of $2.2 million, employee severance costs of $0.4 million, and fixed asset impairment
and other restructuring costs of $1.0 million.

During the fourth quarter of fiscal year 2005, the Company announced a plan to consolidate its Mexican
contract furniture and cabinets operations within the Furniture and Cabinets segment into one facility located
in Juarez, Mexico, resulting in the closure of its manufacturing facility in Mexicali, Mexico. Activities
outlined in the restructuring plan began in the fourth quarter of fiscal yéar 2005 and were completed during

fiscal year 2006. |

During the second quarter of fiscal year 2003, the Company announced incremental cost scaling actions
to more closely align its operating capacities and capabilities with reduced demand levels related to the
prolonged nature of the global economic slowdown in many of the Cbmpany’s markets and the resulting
continuation of underutilized manufacturing capacity within both of the Company’s segments. Overall scaling
actions included the consolidation of capabilities and operations, selling and/or exiting redundant facilities,
aligning personnel costs and adjusting assets associated with scaling actions to their current fair values.
Activities outlined in the restructuring plan began in the second qu‘arter of fiscal year 2003 and were

completed in the first quarter of fiscal year 2005.

The Company accounts for restructuring cost in accordance with|Statement of Financial Accounting
Standards No. 146, Accounting for Costs Associated with Exit or Disposal Activities. The Company utilizes
available market prices and management estimates to determine the |fair value of impaired fixed assets.
Restructuring charges are included in the Restructuring Expense line item on the Company’s Consolidated
Statements of Income.

Fiscal Year 2006 Restructuring Charges

As a result of the fiscal year 2005 and 2006 restructuring plans, the Company recognized consolidated
pre-tax restructuring expense of $9.6 million in fiscal year 2006. Within the Furniture and Cabinets segment,
the Company recognized pre-tax restructuring expense of $8.7 million\in fiscal year 2006, which included
restructuring charges of $1.0 million for employee transition costs, $3.5 million for software impairment,
$0.6 million for accelerated software amortization, $1.4 million for plant, property and equipment impairment
and $2.2 million for plant closures and other costs. Within the Electronic Contract Assemblies segment, the
Company recognized pre-tax restructuring expense of $0.9 million in fiscal year 2006, which included
restructuring charges of $0.1 million for asset impairment, $0.2 million for accelerated software amortization,
$0.1 million for accelerated plant, property and equipment depreciation and $0.5 million for employee
transition costs.

Fiscal Year 2005 Restructuring Charges

As a result of the fiscal year 2003 and 2005 restructuring plans‘, the Company recognized pre-tax
restructuring expense of $0.4 million in fiscal year 2005, primarily within ‘the Furniture and Cabinets segment.
Included in the restructuring charge was $0.2 million for asset write-downs and $0.2 million for plant closure

and other exit costs.
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Fiscal Year 2004 Restructuring Charges

The Company recognized consolidated pre-tax restructuring expense from continuing operations of
$2.8 million in fiscal year 2004 related to the restructuring plan announced in fiscal year 2003. Included in the
restructuring charge was $1.6 million for asset write-downs, $0.1 million for employee transition and other
employee costs, and $1.1 million for plant closure and other exit costs. On a segment basis, within the
Furniture and Cabinets segment, the Company recorded pre-tax restructuring charges of $1.2 million
primarily related to asset write-downs, and plant closure and other exit costs, and Unallocated Corporate
recorded $1.6 million of pre-tax restructuring charges, primarily related to asset write-downs.

Reserves

At June 30, 2006, a total of $0.2 million of restructuring liabilities related to the fiscal 2005 restructuring
plan and a total of $0.4 million of restructuring liabilities related to the 2006 restructuring plan remained on
the Consolidated Balance Sheet as shown below. The restructuring charge, utilization and cash paid to date,
and ending reserve balances at June 30, 2006 were as follows:

Transition Asset and Plant Closure

and Other Goodwill and Other
(Amounts in Thousands) Employee Costs Write-downs Exit Costs Total
Reserve June 30,2003 .. ....... ... .. ... ... $ 17 5 — $ 3575 $ 592
Amounts Charged —Cash ..................... 101 — 935 1,036
Amounts Charged — Non-Cash . ................ — 1,616 — 1,616
Subtotal ........ ... . 101 1,616 935 2,652
Amounts Utilized/Cash Paid ................... (101) (1,616) (1,491) (3,208)
Amounts Adjusted .......... ... ... L amn — 208 191
Reserve June 30,2004 ... ... e, $  — $  — $ 227 $ 227
Amounts Charged —Cash ..................... 53 — 205 258
Amounts Charged — Non-Cash . ................ — 190 — 190
Subtotal . ......... ... ... . 53 190 205 443
Amounts Utilized/Cash Paid ................... — (190) (432) (622)
Reserve June 30, 2005 . ... ... .. .. .. ... ... ... .. $ 53 $ — $ — $ 53
Amounts Charged — Cash ..................... 1,571 — 2,179 3,750
Amounts Charged — Non-Cash ................. — 5,885 —_ 5,885
Subtotal . ........ .. 1,571 5,885 2,179 9,635
Amounts Utilized/Cash Paid ................... (1,247) (5,885) _(1,978) (9,110)

Reserve June 30, 2006................ ... ...... $ 377 $ — $ 201 $ 578




Total Restructuring Charges Incurred to Date Since Announcement of Plans

Transition

and Other Asset and Plant Closure
Employee Goodwill and Other Exit
(Amounts in Thousands) Costs Write-downs Costs Total
Electronic Contract Assemblies Segment
2006 Plan ... . $ 452 $ 441 $ — $ 893
2005 Plan ... .. e — — — —
2003 Plan ... ... — 3,756 — 3,756
Subtotal. ... ... $ 452 $ 4,197 $ — $ 4,649
Furniture and Cabinets Segment
2006 Plan . ... $ 399 $ 4,109 $ — $ 4,508
2005 Plan .. ... 713 1,414 2,174 4,361
2003 Plan .. ... e 1,577 2,720 3,660 7,957
Subtotal.......... ... $2,749 $ 8,243 $5,834 $16,826
Unallocated Corporate
2006 Plan ...t $ — 58 — $ — 8 —
2005 Plan . ... — — — —
2003 Plan ... ... e — 1,236 80 1,316
SUDLOtAl. . .o § — $ 1,236 $ 80 $ 1,316
Consolidated . . ... $3,201 $13,676 $5,914 $22,791
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Note 18 Discontinued Operations
Fiscal Year 2006 Discontinued Operations

On September 15, 2005, in conjunction with its restructuring plan to sharpen its focus on primary markets
within the Furniture and Cabinets segment, the Company approved plans to sell the operations of a forest
products hardwood lumber business and a business which produced and sold fixed-wall furniture systems and
will no longer have continuing involvement in these businesses. Additionally on November 8, 2005, the
Company approved a plan to exit a non-core business that manufactures polyurethane and polyester molded
components for use in the recreational vehicle, signage and residential furniture industries.

On OQctober 14, 2005, the Company completed the sale of the fixed-wall furniture systems business,
which included primarily the sale of property and equipment, inventory, accounts receivable and product
rights. The purchase price totaled $1.2 million, of which $0.3 million was received at closing and $0.9 million
was a note receivable. The note receivable has been collected, with the exception of a small escrow not yet
due. The sale resulted in a net loss of $1.4 million, which was recorded as a $1.3 million estimated impairment
loss in discontinued operations during the first quarter ended September 30, 2005, and was subsequently
increased by $0.1 million when the sale was completed. The loss on disposal of the fixed-wall furniture
business included an after-tax goodwill impairment loss, in thousands, of $261 recognized in the Furniture and
Cabinet segment during the quarter ended September 30, 2005. The goodwill impairment loss was based upon
the cessation of cash flows related to the fixed-wall furniture systems business. The Company will not have
significant continuing cash flows or continuing involvement with this business.

On November 30, 2005, the Company completed the sale of the forest products hardwood lumber
business to Indiana Hardwoods, Inc., which included primarily the sale of property and equipment, inventory,
accounts receivable and timber assets. The president and owner of Indiana Hardwoods, Inc. is Barry L. Cook,
who was formerly employed by the Company as a Vice President of Kimball International, Inc. and had
responsibility for this hardwoods lumber operation. The transaction prices were negotiated between the
Company and Indiana Hardwoods, Inc. The Company also considered offers from other interested outside
parties, but ultimately determined that it was in the Company’s best interest financially to sell this operation to
Indiana Hardwoods, Inc. The purchase price totaled $25.5 million, of which $23.5 million was received at
closing and $2.0 million is a note receivable. The terms of the note receivable require monthly payments of
interest for a three-year period, with the principal coming due after the three-year period. The note is
subordinate to the purchaser’s bank loan. If the purchaser is not in compliance with bank loan covenants or
does not maintain sufficient cash flows, the principal payment on the note receivable may be delayed beyond
three years. The note may represent a concentration of credit risk. The Company maintains a provision for
potential credit losses based on expected collectibility of the note, which the Company believes is adequate.
The sale resulted in a net loss of $4.8 million, which was recorded as a $5.1 million estimated impairment loss
in discontinued operations during the first quarter ended September 30, 2005, and was reduced by $0.3 million
during the second quarter ended December 31, 2005 when the sale was completed. The Company has no
ongoing commitments resulting from the sales agreement. The Company will not have significant continuing
cash flows or continuing involvement with this business.

On January 20, 2006, the Company completed the sale of a non-core business that manufactures
polyurethane and polyester molded components for use in the recreational vehicle, signage and residential
furniture industries, which included primarily the sale of inventories and machinery and equipment. The
purchase price totaled $0.6 million. The sale resulted in a net loss of $0.7 million, which was recorded as a
$1.1 million estimated impairment loss in discontinued operations during the second quarter ended Decem-
ber 31, 2005, and was decreased by $0.4 million during the third quarter ended March 31, 2006 when the sale
was completed. The Company will not have significant continuing cash flows or continuing involvement with
this business.
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Fiscal Year 2005 Discontinued Operations

On January 17, 2005, the Company announced its decision to exit the branded residential furniture
business, which was part of the branded furniture product line within the Furniture and Cabinets segment. The
exit plan included discontinuing procurement of branded residential fd‘miture, ending marketing and dealer
activities, and selling remaining inventories. The branded residential furniture operation had no long-lived
assets and all branded residential furniture inventory was sold.

On October 12, 2004, the Company announced a plan to exit its veneer slicing operation, which was part
of the forest products product line within the Furniture and Cabinets segment. The plan included the sale of
veneer slicing machinery, equipment and remaining veneer inventories. During fiscal year 2005, veneer slicing
and warchousing operations ceased and all inventory and assets were sold.

In accordance with FASB Statement No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets, these businesses have been classified as discontinued operations, and their operating results and gains
(losses) on disposal are presented on the Gain (Loss) from Discontinued Operations, Net of Tax line of the
Consolidated Statements of Income.

Operating results and the gain (loss) on sale of the discontinued operations were as follows:
Year Ended June 30

(Amounts in Thousands) ‘ 2006 2005 2004
Net Sales of Discontinued Operations ..................... $ 29,078  $92,704 $ 96,036
Operating Loss of Discontinued Operations. ................ $ (386) $(8,100) $(11,092)
Benefit for Income Taxes. .. ....................c........ 181 3274 4,427
Operating Loss of Discontinued Operations, Net of Tax ...... é (205) $(4,826) $ (6,665)
Gain (Loss) on Disposal of Discontinued Operations ........ §§(1 1,495) $§ 520 § —
Benefit (Provision) for Income Taxes ..................... ‘ 4,584 (207) —
Gain (Loss) on Disposal of Discontinued Operations, Net of

TaK e $ (6911) $ 313 § —

|

Loss from Discontinued Operations, Net of Tax............. $ (7,116) $(4,513) $§ (6.,665)
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Note 19 Quarterly Financial Information (Unaudited)

Quarterly financial information is summarized as follows:
Three Months Ended
September 30  December 31  March 31 June 30

(Amounts in Thousands, Except for Per Share Data)

2006:

Net Sales ... . .. $267,404 $273,934 $268,048  $333,195
Gross Profit!") . ... .. 57,405 59,418 61,560 67,807
Income (Loss) from Continuing Operations® ... ... ... (156) 5,126 6,635 10,574
Income (Loss) Before Cumulative Effect of Change in

Accounting Principle™ ... (6.862) 4,234 7,289 10,402
Net Income (Loss)® ... .. i (6,563) 4,234 7,289 10,402
Basic Earnings (Loss) Per Share from Continuing

Operations: i

Class A .o $ (0.00) $ 013 $ 017 $ 028

Class B ... ... $ (0.00) $ 014 $ 018 § 0.28
Diluted Earnings (Loss) Per Share from Continuing

Operations:

Class A ... $ (0.00) $ 013 $ 017 § 028

Class B ..o $ (0.00) $ 014 $ 017 § 027
Basic Earnings (Loss) Per Share Before Cumulative

Effect of Change in Accounting Principle:

Class A oo $ (0.18) $ 0.0 $ 019 $ 027

Class B ..o $ (0.18) $§ 01 019 $ 027
Diluted Earnings (Loss) Per Share Before Cumulative

Effect of Change in Accounting Principle:

Class A .. e $ (0.18) § 010 $ 019 § 027

Class B .. ... i $ (0.18) $ 011 $ 019 §$ 027
Basic Earnings (Loss) Per Share:

Class A ... $ (017) $ 010 $§ 019 § 027

Class B .. ..o $ (0.17) $ 011 $ 019 $ 027
Diluted Earnings (Loss) Per Share:

Class A oot $ (0.17) $ 010 $ 019 §$ 027

Class B .. i e $ (017) $ 011 $ 019 $ 027

2005:

Net Sales! ... $258,959 $272,686 $258,469  $263,033
Gross Profit!) ... .. .. 56,979 60,384 53,457 59,022
Income from Continuing Operations(” ................ 5,951 7,519 3,097 4,534
Income Before Cumulative Effect of Change in

Accounting Principle™ ... ... 5,015 6,116 1,319 4,138
Net Income®™ ... ... ... .. i 5,015 6,116 1,319 4,138
Basic Earnings Per Share from Continuing Operations:

Class A ... $ 015 $ 019 $ 008 $ 0.12

Class B .. $ 016 $ 020 $ o008 §$ 012
Diluted Earnings Per Share from Continuing Operations:

Class A ..t $ 015 $ 019 $ 008 § 012

Class B ... i $ o016 $ 020 $ 008 $ 012
Basic Earnings Per Share Before Cumulative Effect of

Change in Accounting Principle:

Class A ... $ 013 $ 016 $ 003 $ o011

Class B ... o e $ 013 $ 016 $ 003 $ 011
Diluted Earnings Per Share Before Cumulative Effect of

Change in Accounting Principle:

Class A ..o $ 013 $ 016 $ 003 $ 011

Class B oo $ o013 $ ois6 $§ 004 $ 011
Basic Earnings Per Share:

Class A o e $ 013 $ 016 $ 003 § 011

Class B ... $ 013 $ o016 $ 003 § O0t11
Diluted Earnings Per Share:

Class A ... i $ 0.13 $ 0.16 $ 003 §$ 011

Class B ... ... $ 013 $ 016 $ 004 §$§ 011

(1) Net sales and gross profit are from continuing operations. Fiscal year 2006 net sales included $61.5 million related to fiscal year 2006
acquisitions. See Note 18 — Discontinued Operations of Notes to Consolidated Financial Statements for further information on
discontinued operations.

(2) Fiscal year 2006 income (loss) from continuing operations, income (loss) before cumulative effect of change in accounting principle
and net income (loss) included $6.0 million ($0.16 per diluted share) of after-tax restructuring expenses and $1.3 million ($0.03 per
diluted share) of after-tax income received as part of a Polish offset credit program for investments made in our Poland operation.

(3) Fiscal year 2005 income from continuing operations, income before cumulative effect of change in accounting principle and net
income included $0.3 million ($0.01 per diluted share) of after-tax restructuring expenses.




Item 9 — Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

None.

Item 9A —

(a)

(b)

()

Item 9B —

Controls and Procedures
Evaluation of disclosure controls and procedures.

The Company maintains controls and procedures designed to ensure that information required to be
disclosed in the reports that the Company files or submits uhder the Securities Exchange Act of
1934 is recorded, processed, summarized and reported within the time periods specified in the rules
and forms of the Securities and Exchange Commission and that such information is accumulated
and communicated to the Company’s management, including its Chief Executive Officer and Chief
Financial Officer, as appropriate, to allow timely decisions rega\rding required disclosure. Based upon
their evaluation of those controls and procedures performed as é)f June 30, 2006, the Chief Executive
Officer and Chief Financial Officer of the Company concluded that its disclosure controls and

procedures were effective.
Management’s report on internal control over financial reporting.

Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002 and the rules and regulations adopted
pursuant thereto, the Company included a report of managemer“lt’s assessment of the effectiveness of
its internal control over financial reporting as part of this report. The Company’s independent
registered public accounting firm also attested to, and reported jon, management’s assessment of the
effectiveness of internal control over financial reporting. Management’s report and the independent
registered public accounting firm’s attestation report are included in the Company’s Consolidated
Financial Statements under the captions entitled Managemerit s Report on Internal Control Over
Financial Reporting” and “Report of Independent Reg1stered Public Accounting Firm™ and are
incorporated herein by reference.

Changes in internal control over financial reporting.

During the fourth quarter of fiscal year 2006, the Company |acquired the Bridgend Wales, UK
operation of Bayer Diagnostics Manufacturing Limited and the Longford, Ireland operation of
Magna Donnelly Electronics Longford Limited. These acquisitions incorporated new financial
systems and new processes into the Company’s internal controls.

There have been no other changes in the Company’s internal o\:ontrol over financial reporting that
occurred during the quarter ended June 30, 2006 that have materially affected, or that are reasonably

likely to materially affect, the Company’s internal control over financial reporting.

Other Information

None.

PART I

Item 10 — Directors and Executive Officers of the Registrant

Directors

The

information required by this item with respect to Directors is incorporated by reference to the

material contained in the Registrant’s Proxy Statement for its annual meeting of Share Owners to be held
October 17, 2006 under the caption “Election of Directors.”
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Audit Committee

The information required by this item with respect to the Audit Committee and its financial expert is
incorporated by reference to the material contained in the Registrant’s Proxy Statement for its annual meeting
of Share Owners to be held October 17, 2006 under the caption “Information Concerning the Board of
Directors and Committees.”

Executive Officers of the Registrant

The information required by this item with respect to Executive Officers of the Registrant is included at
the end of Part I and is incorporated herein by reference.

Compliance with Section 16(a) of the Exchange Act

The information required by this item with respect to compliance with Section 16(a) of the Exchange
Act is incorporated by reference to the material contained in the Registrant’s Proxy Statement for its annual
meeting of Share Owners to be held October 17, 2006 under the caption “Section 16(a) Beneficial Ownership
Reporting Compliance.”

Code of Ethics

The Company has a code of ethics that applies to all employees of the Registrant, including the Chief
Executive Officer, Chief Financial Officer and the Principal Accounting Officer. The code of ethics is posted
on the Company’s website at www.ir.kimball.com. It is the Company’s intention to disclose any amendments
to the code of ethics on this website. In addition, any waivers of the code of ethics for directors or executive
officers of the Company will be disclosed in a Current Report on Form 8-K.

Item 11 — Executive Compensation

The information required by this item is incorporated by reference to the material contained in the
Registrant’s Proxy Statement for its annual meeting of Share Owners to be held October 17, 2006 under the
captions — “Information Concerning the Board of Directors and Committees” and “Compensation of
Executive Officers.”

Item 12 — Security Ownership of Certain Beneficial Owners and Management and Related Share Owner
Matters

Security Ownership

The information required by this item is incorporated by reference to the material contained in the
Registrant’s Proxy Statement for its annual meeting of Share Owners to be held October 17, 2006 under the
caption “Share Ownership Information.”




Securities Authorized for Issuance Under Equity Compensation Plans

The following table summarizes the Company’s equity compensation plans as of June 30, 2006:

Number of Securities

Remaining Available

for Future Issuance
Under Equity

Number of Securities Compensation Plans

to be Issued Upon Weighted Average (excluding securities
Exercise of Exercise Price of reflected in
Outstanding Options Outstanding Options first column)

Equity compensation plans approved
by Share Owners .............. 1,719,808" $15.81 1,392,666
Equity compensation plans not
approved by Share Owners ...... — — —

Total ... ..o 1,719,808 $15.81 1,392,666

(1) Shares issuable upon exercise of the Company’s stock options are Class B Common Stock. No Class A
shares are available upon exercise of stock options.

(2) Includes 1,392,666 Class A and Class B shares available for issuanc‘e as restricted stock, restricted share
units, unrestricted share grants, incentive stock options, nonqualiﬁe‘d stock options, performance shares,
performance units and stock appreciation rights under the Company’s 2003 Stock Option and Incentive

Plan. No shares remain available for issuance under the Company’s prior stock option plans.

Item 13 — Certain Relationships and Related Transactions

The information required by this item is incorporated by reference to the material contained in the
Registrant’s Proxy Statement for its annual meeting of Share Owners to| be held October 17, 2006 under the
caption “Certain Transactions.”

Item 14 — Principal Accounting Fees and Services

The information required by this item is incorporated by reference to the material contained in the
Registrant’s Proxy Statement for its annual meeting of Share Owners to| be held October 17, 2006 under the
caption “Relationship with Independent Registered Public Accounting Firm.”
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PART IV

Item 15 — Exhibits, Financial Statement Schedules
(a) The following documents are filed as part of this Report:
(1) Financial Statements:

The following consolidated financial statements of the Registrant are found in Item & and
incorporated herein.

Management’s Report on Internal Control Over Financial

Reporting . .. ... ... i 37
Report of Independent Registered Public Accounting Firm . . 38
Consolidated Balance Sheets as of June 30, 2006 and 2005 .. 39
Consolidated Statements of Income for Each of the Three

Years in the Period Ended June 30,2006 ............... 40
Consolidated Statements of Cash Flows for Each of the

Three Years in the Period Ended June 30, 2006 ......... 41
Consolidated Statements of Share Owners’ Equity for Each

of the Three Years in the Period Ended June 30, 2006 ... 42
Notes to Consolidated Financial Statements............... 43-74

(2) Financial Statement Schedules:

I1. Valuation and Qualifying Accounts for Each of the Three
Years in the Period Ended June 30,2006 ................ 81

Schedules other than those listed above are omitted because they are either not required or
not applicable, or the required information is presented in the Consolidated Financial
Statements.

(3) Exhibits
See the Index of Exhibits on page 82 for a list of the exhibits filed or incorporated herein as a part of
this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

KIMBALL INTERNATIONAL, INC.

By: /s/ ROBERT

F. SCHNEIDER

Robert F. Schneider

Executive Vic

‘2 President,

Chief Financial Officer

August 22, 2006

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below

by the following persons on behalf of the Registrant and in the capacities and on the dates indicated:

/s/  JamEes C. THYEN

James C. Thyen
President,

Chief Executive Officer

August 22, 2006

/s/ ROBERT F.

SCHNEIDER

Robert F. Schnei%ier
Executive Vice Pqesidenl,
Chief Financial Officer

August 22, 2006

/s/ MICHELLE

R. SCHROEDER

Michelle R. Schr
Vice President,

|
oeder

Corporate Controller

{functioning as Principal Accounting Officer)

August 22, 2006
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Signature

RoNALD J. THYEN*

Ronald J. Thyen
Director

Joun T. THYEN¥*

John T. Thyen
Director

CHRISTINE M. VuJjovicH*

Christine M. Vujovich
Director

Porry B. KAWALEK*

Polly B. Kawalek
Director

GARY P. CRITSER¥*

Gary P. Critser
Director

Signature

DougLas A. HABIG*

Douglas A. Habig
Director

JAMES C. THYEN*

James C. Thyen
Director

Jack R. WENTWORTH*

Jack R. Wentworth
Director

GEOFFREY L. STRINGER*

Geoffrey L. Stringer
Director

JoHN B. HaBiGg*

John B. Habig
Director

* The undersigned does hereby sign this document on my behalf pursuant to powers of attorney duly executed
and filed with the Securities and Exchange Commission, all in the capacities as indicated:

Date
August 22, 2006

/s/

HARRY W. BowMAN

Harry W. Bowman
Director
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KIMBALL INTERNATIONAL, INC.

Schedule II. — Valuation and Qualifying Accounts

Balance at Additions Charged to Balance at
Beginning Charged to Other Write-offs and End of
Description of Year Expense Accounts Recoveries Year
(Amounts in Thousands)
Year Ended June 30, 2006
Valuation Allowances:
Allowance for Doubtful Accounts ..  $2,142 $1,814 $9 $(1,283) $2,682
Deferred Tax Asset .............. $3,429 $ 427 — —_ $3,856
Year Ended June 30, 2005
Valuation Allowances:
Allowance for Doubtful Accounts ..  $4,149 $ 391 $19 $(2,417) $2,142
Deferred Tax Asset .............. $2,597 $ 832 — — $3,429
Year Ended June 30, 2004
Valuation Allowances:
Allowance for Doubtful Accounts .. $6,276 $1,555 $96 $(3,778) $4,149
Deferred Tax Asset .............. $1,948 $ 649 — — $2,597

81




Exhibit No.

2

3(a)
3(b)

10(a)*
10(b)*

10(c)*
10(d)*
10(e)*
10(6)*
10(g)*

10(h)*

10(i)

10()*

10(k)*
10(1)*
11

21

23

24

31.1
312
321

322

KIMBALL INTERNATIONAL, INC.
INDEX OF EXHIBITS

Description

Asset Purchase Agreement, dated as of April 3, 2006, providing for the purchase of certain
assets of Bayer Diagnostics Manufacturing Limited by Kimball Electronics (Wales) Limited
{Incorporated by reference to the Company’s Form 10-Q for the period ended March 31,
2006)

Amended and restated Articles of Incorporation of the Company (Incorporated by reference to
the Company’s Form 10-K for the year ended June 30, 2002)

Restated By-laws of the Company (Incorporated by reference to the Company’s Form 10-Q
for the period ended December 31, 2005)

Summary of Director and Named Executive Officer Compensation

Supplemental Bonus Plan (Incorporated by reference to the Company’s Form 10-K for the
year ended June 30, 2004)

2003 Stock Option and Incentive Plan (Incorporated by reference to the Company’s Annual
Proxy Statement filed September 10, 2003)

Supplemental Employee Retirement Plan (2006 Revision) (Incorporated by reference to the
Company’s Form 10-Q for the period ended March 31, 2006)

1996 Stock Incentive Program

1996 Director Stock Compensation and Option Plan

Form of Restricted Stock Unit Award Agreement (Incorporated by reference to exhibit 10.1 in
the Company’s Form 8-K/A filed January 24, 2005)

Form of Annual Performance Share Award Agreement, as amended on September 7, 2005
(Incorporated by reference to the Company’s Form 10-Q for the period ended September 30,
2005)

Credit Agreement, dated as of May 20, 2004, among the Company, the Lenders and Bank
One, NA, and First Amendment to Credit Agreement, dated as of December 7, 2005, by and
among the Company, The Lenders Party Thereto and JPMorgan Chase Bank (Incorporated by
reference to the Company’s Form 10-Q for the period ended December 31, 2005)

Form of Employment Agreement dated May 1, 2006 between the Company and each of
James C. Thyen, Douglas A. Habig, Robert F. Schneider, Donald D. Charron, P. Daniel
Miller, Randall L. Catt, John H. Kahle and Gary W. Schwartz (Incorporated by reference to
the Company’s Form 10-Q for the period ended March 31, 2006)

Form of Long Term Performance Share Award (Incorporated by reference to Exhibit 10.1 in
the Company’s Form 8-K/A filed September 7, 2005)

Description of the Company’s 2005 Profit Sharing Incentive Bonus Plan (Incorporated by
reference to Exhibit 10.1 in the Company’s Form 8-K filed October 18, 2005)

Computation of Earnings Per Share (Incorporated by reference to Note 15 — Earnings Per
Share of Notes to Consolidated Financial Statements)

Significant Subsidiaries of the Registrant

Consent of Independent Registered Public Accounting Firm

Power of Attorney

Certification filed by Chief Executive Officer pursuant to Rule 13a-14(a)/15d-14(a), as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification filed by Chief Financial Officer pursuant to Rule 13a-14(a)/15d-14(a), as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification furnished by the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Certification furnished by the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

* = constitutes management contract or compensatory arrangement
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Exhibit 31.1

CERTIFICATIONS PURSUANT TO
RULE 13a-14(a)/15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, James C. Thyen, certify that:
1. I have reviewed this Annual Report on Form 10-K of Kimball International, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4, The registrant’s other certifying officer and I are responsible| for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a715(¢e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to|us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or| caused such internal control over
financial reporting to be designed under our supervision, to provide r‘easonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure conitrols and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the

end of the period covered by this report based on such evaluation; and

|

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and 1 have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the jaudit committee of the registrant’s
board of directors {or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: August 23, 2006

/s/ James C. Thyen

JAMES C. THYEN
President,
Chief Executive Officer




Exhibit 31.2

CERTIFICATIONS PURSUANT TO
RULE 13a-14(a)/15d-14(a),
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert F. Schneider, certify that;
1. I have reviewed this Annual Report on Form 10-K of Kimball International, Inc;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and [ are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(¢e) and 15d-15(e)) and internal
control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures, as of the
end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting

that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the

~case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s
board of directors (or persons performing the equivalent functions):

{a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: August 23, 2006

/s/ Robert F. Schneider

ROBERT F. SCHNEIDER
Executive Vice President,
Chief Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Kimball International, Inc. (the “Company”) on Form 10-K
for the period ending June 30, 2006 as filed with the Securities and Exchange Commission on the date hereof
(the “Report™), 1, James C. Thyen, President and Chief Executive Ofﬁcl:r of the Company, certify, pursuant
to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes~0xlcy Act of 2002, that:

|

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and result of operations of the Company.

/s/ _James C. Thyen

JAMES C. THYEN
President,
Chief Executive Officer

August 23, 2006




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Kimball International, Inc. (the “Company”) on Form 10-K
for the period ending June 30, 2006 as filed with the Securities and Exchange Commission on the date hereof
(the “Report”), I, Robert F. Schneider, Chief Financial Officer of the Company, certify, pursuant to
18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and result of operations of the Company.

/s/  Robert F. Schneider

ROBERT F. SCHNEIDER
Executive Vice President,
Chief Financial Officer

August 23, 2006




